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A  SPECIAL  TEMPORARY  ANNUITY 

By  J.  P.  HJORTH 

In  the  Institute  of  Actuaries  Text-Book,  chap,  xiv,  No.  10,  the 
^•alue  of  an  annuit}'  payable  during  the  remainder  of  a  status  s 
after  the  failure  of  a  status  s  is  considered.    Evidently  the  value  is 

azs  =  as—asz  (i) 

where  5  and  3  represent  any  combination  of  lives  or  of  lives  and 
terms  certain,  because  the  annuity  required  is  an  annuity  payable 
so  long  as  the  status  5  subsists  less  an  annuity  payable  so  long  as 
the  status  5  subsists  jointly  with  the  status  3. 

By  making  various  suppositions  as  to  5  and  s,  interesting 
results  are  arrived  at,  and  as  an  example  the  text-book  gives 

axn\  =  a^  —  axn'  (2) 

which  represents  an  annuity  certain  to  commence  on  the  death 
of  (x)  but  in  no  case  to  continue  after  n  years  from  the  present  time. 

These  few  lines  are  all  the  information  I  have  found  about 
this  function  in  the  Text-Book,  and  it  is  not  mentioned  at  all  in 
any  of  the  American  text-books.  This  function  really  represents 
a  very'  useful  policy  form,  and  I  believe  it  would  deserve  a  little 
further  study,  especially  in  this  country',  where  the  continuous 
monthly  income  policy  has  come  so  much  into  the  foreground,  as 
this  function  may  be  able  to  replace  or  supplement  the  reversionary 
annuity  used  in  such  policies. 

Of  course  this  is  only  a  special  case  of  the  reversionary  annuity 
Oxy  where  the  term  certain  is  substituted  for  the  life  (y),  but  the 
handling  of  a  special  case  will  often  have  merit  and  peculiarities 
that  are  concealed  in  the  general  formulas. 

It  seems  that  the  function  has  not  even  a  name  in  the  English 
language;  in  Denmark  we  use  a  name  that  might  be  translated 
"heritage-annuity"  (certain),  an  annuity  that  is  inherited. 

That  this  function  is  not  better  known  and  in  more  general 
use  may  be  because  of  the  dislike  that  companies  usually  have 
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toward  annuities,  but  it  must  be  understood  that  on  this  form  of 
annuity  the  gain  of  the  company  is  on  the  long  hfe  of  (x).  This 
means  that  a  reduction  in  the  mortahty  represents  a  gain  for  the 
company.  Consequently  the  values  should  not  be  based  on  an 
annuity  table  but  on  the  American  Experience  Table.  This  is 
clear  from  formula  (2),  where  the  annuity  depending  on  (.v)  appears 
as  a  negative  term,  but  it  might  be  interesting  to  see  how  the  value 
of  the  function  is  expressed  in  regular  insurance  symbols. 

The  insurance  is  a  decreasing  term  insurance,  but  the  benefit 
is  not  decreasing  with  the  same  amount  each  year;  it  decreases 
as  an  annuity,  in  which  the  number  of  payments  is  reduced  one 
for  each  year.  That  means  that  if  (x)  die  in  the  first  year  the 
benefit,  payable  at  the  end  of  the  year,  as  we  always  suppose  that 
it  is,  will  be  i+a^iiTi,  in  case  of  death  in  the  second  year  i-\-a;r^\, 
etc.,  in  the  nth  and  last  year  i+a^  =  i,  as  the  first  payment  on  any 
of  these  annuities  is  due  at  the  end  of  the  year  in  which  (x)  dies. 

Now  the  present  value  of  the  first  of  these  benefits  is 

/-  '  V  '  (i+a^^|)=/—  •  a»|  (3) 

The  present  value  of  the  second  year's  benefit  is 

V  •  —, —  •  a„-i|  Ui 

The  present  value  of  the  wth  year's  benefit  is 


„»-i  ,  ^^+»-i 


;  aT\  (5) 


Thence 


_      Cx  '   an\    I  Cx-\-i  '  fln-il  I  I  Cx+n-i  '  Oil  y.s 

and  replacing 

an\  = {i-v") 

I  — V 


ax 


\n\  =  r      \n  |c.(i-^")+C.+i(i-t'"-0+  •  .  .  •  +C.+n-x(i-'^')} 
{i—v)Dx[  I 

^^^Jm.-,,/..„-4.+^+  ....  +%?-)|  (7) 
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As  it  is  self-evident  that 

^+(i+7)--^+(i  +  /)-  •  -^+ inperpetuum     (8) 

is  equal  to  v,  we  get 

{1-V)D:,         l-v'^"'  '  {j.-v)D:c  ^^^ 

ax!«i  =  (i+floo) ^^ — (i+aoo)i'"+' — ^      (10) 

The  first  term  of  this  formula  tells  us  that  the  function  is  a 
perpetuity-due,  first  payment  at  the  end  of  the  year  in  which 
(.t)  dies,  or  n  years  from  present  time  if  {x)  is  alive,  the  second 
term  cancels  all  payments  on  this  perpetuity  after  the  »th  year 
from  present  time  and  the  third  term  cancels  the  payment  due  on 
the  «th  anniversary  if  {x)  is  alive. 

This  formula  (10)  will,  of  course,  be  transformed  to  (2)  by  using 
the  relation  between  insurance  and  annuity  symbols 

=j =  v{\^axn-L\)-axn\  (11) 

Substituting,  we  have 

or  remembering  that 

_  1   L)x-\-n  f       \ 

axn\=axn-x\-\ TT—  (I2j 

axn=ij.-\-a^)\v-\rv  •  a^^^^— a*^^i H(i+^c«)^'""^' Fp    (13) 

LJx 

or    substituting 

a^{\-v)=v  (14) 

■  0.xn^=  CLn\— axn\  (iS) 
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Formula  (2)  is  evidently  independent  of  the  interval  between 
two  payments;   we  shall  therefore  have  this  general  formula 

(.m)    _(w) {m)  . 

ax\n\~an\      axn\  ^^"-' 

but  it  might  be  well  to  consider  a  little  further  how  the  payments 
fall  due  to  be  sure  that  we  understand  the  function  exactly.  The 
first  payment  will  take  place  at  the  end  of  that  mih  part  of  the 
year  in  which  (x)  dies,  the  last  payment  at  end  of  the  «-year 
period.  In  other  words,  the  times  of  the  year  at  which  payments 
are  to  take  place,  when  the  annuity  is  inherited,  are  determined  at 
the  outset  and  are  not  left  to  depend  on  the  time  of  year  at  which 
(x)  dies. 

If  the  annuity  is  to  be  continuous  we  have 

.ax\n\  =  an\—axn\  (17) 

and  in  fact  the  difference  between  the  function  for  the  different 
values  of  m  is  so  small  that  it  will  not  be  necessary  to  consider 
this  difference  in  practice.     We  can  use  c«  „;. 

It  will  be  convenient  to  have  a  formula  expressing  ^  -  in 
terms  of  a*|^. 


Hence 


a^ha^^(^-^")   and  a„^  =  a^{i-v")  (18) 

i-^fe  (19) 

aoo  / 


(»»)-_ 

an\ 


Further: 


axn\  ~  ax       ~J)        '  O'X+n 


Hence 


axn 


(20) 

a^"^  =  a.--+-^,(M.+S)  (21) 

oi+»  =  a;c+„ 1 -{f^x+n-\-^)  (22) 
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and  from  (19)  and   (23) 

i 


+- 


/^.r  +  S  -     ^  (fJ-x  +n  +  8)    } 


(24) 


As 


12 


for  all  ages  below  50  never  runs  over  0.004  and  the 


negative  part  of  the  fourth  term  for  ;/  =  o  (the  smallest  value  of 
ax\n\)  will  make  the  fourth  term  o,  and  for  increasing  n  will  reduce 
the  term  a  little,  its  value  will  be  negligible  for  all  practical 
purposes,  even  for  m  =  i . 

(m) 

The  term  i  —  ^°^   will,  on  3^  per  cent  basis,  have  the  following 
values : 


floo 

for  m  =   I 

0.01711 

m=   2 

0.00858 

m=  4 

0 . 00430 

;«  =  1 2 

0.00144 

and  as  the  maximum  value  of  a«   is  a^  =29.06866  the  maximum 
value  of  the  second  term  will  be 


or  m=    I : 

0.497 

m=    2: 

0.249 

m  =   4 : 

0.125 

m  =  12: 

0.042 

and  for  all  values  of  n  that  will  be  used  in  the  regular  practice, 
the  value  will  be  less  than  half  of  these  amounts. 

In  the  term    ( i 1--^ )  •  —  the  parenthesis  will  be  equal  to  o 

\        Dx  /     2m        ^ 

for  w  =  o ;  it  increases  with  n  and  has  the  maximum  value  i  for  »  =  00  . 

The  maximum  value  for  the  term  will  then  be 


for  m=    I : 

0 

5 

w=   2: 

0 

25 

m=   4 : 

0 

125 

w=i2: 

0 

042 
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Comparing  these  values  with  the  values  of  the  second  term, 
it  will  be  evident  that  they  are  practically  alike;  and  as  both  terms 
for  n  —  o  are  equal  to  o,  it  may  be  expected  that  they  will  run  close 
together  for  all  values  of  n.  Even  if  the  functions  are  not  alike, 
the  total  correction  will  be  negligible  and  actual  calculations  will 
prove  that  this  is  the  case.  In  fact,  we  can  use  a-xn  for  all  prac- 
tical purposes  even  when  the  annuity  is  payable  annually. 

Table  I  will  give  a  comparison  of  these  values. 

TABLE   I 
American  Experience  35  Per  Cent 


Age  20 

Age  35 

Age  50 

Term 

(I) 

a-x\M\ 

Ojr|«l 

(I) 

axln\ 

«.vW 

(I) 

ax  n\ 

ax\ni 

I 

2 

s 

10 

I? 

0.0076 
.0221 
.1031 
■3373 
•6591 

1.0367 

0.0039 
.0X50 
.0870 

■3103 

.6249 

0 . 9980 

0.0087 

.0254 
•  II95 

.3981 

.7956 

0.0044 
.0171 
.1005 
■3655 
■7523 

0.0133 
.0396 
.1927 
.6828 

1-4504 

2-4775 

0 . 0068 
.0266 
.  I6I4 
.6229 

1-3635 

20 

I . 289s 

1.2372 

2-3657 

For  completeness  I  will  give  a  full  set  of  formulas  for  the 
calculations  expressed  in  a'^^^x  as  this  is  the  function  generally 
tabulated. 

(m)  (m)         (m) 

ax\n\  =  0'n\  —Cixnl 


(m) 


t        =0.035 

(2) 

i     =0.034699 

(4) 
i     =0.034550 

(12) 
i     =0.034450 

i     =0.034401 


(«)          im) 

an\  =a^{i-v") 

m  - 

')      I         V  V 

I 

''~^    ^-l',    i 

im) 

(i) 
Ooo  =28.57143 

(2) 

Coo  =28.81928 

(4) 

floo  =28.94356 

(12) 

aoo  =29.02692 

a  00  =29.06866 
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(m)  (w)       n     ,  „  (m) 

axn\  =  ax j^  '  ax+n 


im) 

Ox    =a 


ni  —  I     nv'  —  I 


(2) 


2m  I2W^ 

ax  =ax+\-  i\{i^x-\-^) 
Ox  =(^^+'l~i^'-i(t^^-^^) 

ax  =  ax^^—  i\(f^x+^) 


(/^x+8) 


Table  II  gives  ax\n\  for  terms  i  to  20  and  for  ages  20,  25,  30  ...  . 
60.  The  function  is  given  with  four  decimals  which  will  make  the 
cent  correct  for  a  $100.00  annually  annuity. 

TABLE  II 
American  Experience  3I  Per  Cent 

Ages 


Years 


25 


30 


33 


40 


45 


50 


55 


60 


3 
4 
S 

6 
7 
8 
9 
10 

II 
12 
13 
14 
IS 

16 
17 
18 
19 


0.0039 
.0150 
.0328 
.0570 
.0870 

.1224 

■  1639 
.2078 
.2570 

•  3103 

•  3671 

■  4273 
.4879 

■  5564 
.6249 

•  6957 
.7686 
.8734 
.9199 

o . 9980 


0.0039 

■  0155 

■  0339 
.0589 
.0900 

.1267 
.1698 

■  2155 
.2667 
.3221 

.3814 

•  4443 
.5078 
■5795 

■  6515 

•  7259 
.8029 
.8819 

■  9630 
I . 0460 


o . 0040 
.0161 

•  0355 
.0617 
.0942 

.1328 
.1781 
.2263 

■  280s 
■3393 

•  3925 
.4690 

•  5369 

■  6135 
.6907 

■  7709 

■  8539 
■9397 

1.0280 
1.1187 


0.0044 
.0171 

■  0378 

■  0658 

■  1005 

.1421 
.1908 
.2429 

■  3017 
■3655 

■  4341 
•  5074 
.5823 
.6666 

■  7523 

.8420 

■9353 

I  0323 

I  ■1332 

1.2372 


o . 0048 
.0188 
.0414 

■  0723 
.1110 

■  1570 
.2112 
.2698 

■  3360 
.4082 

.4866 
•  5707 
■6579 

■  7561 
.8566 

.9628 
I . 0743 
I .1911 
13132 
I  4405 


0^0054 
.0214 

•  0475 
.0833 
.1282 

.1824 
.2463 
.3164 

■  3965 

■  4839 

■5798 

■  6836 

•  792s 
■914s 

I. 0415 

I. 1761 
I  3183 
1 .4680 
1.6252 


0.0068 
.0266 

■  0591 
.1047 
.1614 

■  230s 
.3126 
■4039 

■  5072 
.6229 

.7492 

■  886s 
I. 0321 
I . 1938 
1-3635 

1-5437 
1-7342 
I  9350 
2.1456 
2.3657 


o . 0090 

■  0358 
.0800 
.1414 
.2198 

■  3147 
.4272 

■  5537 
•  6974 

■  8567 

I -0315 
I .2216 
1-4239 
I . 6460 
1.8794 


0129 
051S 
"51 
203  s 
3162 

4527 
6137 
7952 
0001 
2264 


The  net  premium  for  continuous  premiums  is 


Px  =  - 


ax\n\ 


l-{-axn-i\ 
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We  have  seen  that  this  function  represents  a  term-insurance 
with  a  decreasing  benefit,  and  we  can  expect  that  the  risk  premium 
in  the  first  year  will  be  larger  than  Px,  which  of  course  will  make 
it  impossible  to  issue  a  policy'  on  this  basis  (continuous  premiums). 
The  reserve  after  t  years  will  amount  to 

Ox+t  n-l  —Px  •    (l  +  Ox+/:»-/-i|) 

We  cannot  use  the  accumulation  formula  when  we  use  a,  as 
the  accumulation  formula  assumes  the  payment  of  the  benefit  at 
the  end  of  the  policy -year. 

Table  III  gives  the  net  premium  and  reserves  for  a  20  year 
annuity  with  continuous  premiums  for  ages  20,  35,  and  50,  and 
it  shows  that  all  the  reserves  are  negative. 


TABLE   III 

American   Experience  35  Per   Cent  Net   Premiums 
AND  Reserves  for  Continuous  Annxhty 
$120  Annually 

20- year    ANNU^TY — CONTINUOUS   PREMIUMS 


Age 

20                 35                   50 

Net  premium 

Reserve    ist  year 

2d       "      

5th     "     

loth     "     

"        15th     «     

"        19th     "     

8 

-  4 

-  8 

-  20 
-31 
-27 

-  8 

71 

54 
88 

30 
57 
93 
15 

10.94          22.79 

-  3.72      -  0.32 

—  7.78      —   1.06 

—  18.82      —  6.06 
-31.31      -23.76 
-30.34      -41-42 

-  9-93      -19-49 

But  if  the  premium-paying  period  is  shortened  to  half  the 
term,  then  the  reserves  will  almost  always  be  positive. 

Table  IV  will  show  the  result.  In  this  table  the  values  are 
given  on  the  basis  of  an  annuity  $120.00  annually  corresponding 
to  a  pa>Tnent  of  $10.00  monthly. 

This  form  makes  an  ideal  insurance  written  for  the  benefit  of  a 
child.  The  object  of  taking  care  of  a  wife  for  her  life  is  solved  by 
the  continuous  monthly  income  policy.  But  even  if  most  men 
might  be  able  to  pay  for  such  a  policy  in  such  an  amount  that  the 
widow  could  get  a  living  out  of  it  for  herself,  but  very  few  will  be 
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able  to  pro\ide  for  children  in  that  way,  and  I  do  not  see  any 
reason  why  anybody  should  undertake  to  provide  for  his  children 
for  lifetime.  The  need  of  a  widow  with  children  is  a  steady  income 
for  life  and  a  larger  income  for  the  years  until  the  children  are  able 
to  support  themselves.     A  policy  on  this  form  for  a  rcasonaljle 

TABLE   IV 

American  Experience  3I  Per   Cent   Net   Premiums 

AND  Reserves  for  Continuous  Annuity 

$120  annually 

20-year  annuity — 10  premiums 


Age 

20 

35 

so 

Net  premium 

Reserve    ist  year 

2d       "      

Sth     "      

"        loth     "      

ISth    "     

19th     "     

14-39 

1.36 

3-20 

11.98 

40.76 

12.06 

0.56 

17.88 

3-53 

7.04 

20.84 

58.07 

19-37 
1 .01 

35-28 
12.84 
25.88 
68.88 
147.17 
56.46 
3-3° 

TABLE  V 

American  Experience  3I  Per   Cent  Net   Premiums 

ANT)  Reserves  for  Continuous  Annxhty 

$120  Annually 


lO-YE.AR 

annuity — 5  p 

R.EMIUMS 

■       Age 

20 

35 

SO 

Net  premium 

8.09 
0.64 
1.99 
10.80 
0.48 

9-55 
I  .04 
2.81 
13-32 
0.64 

16.45 
3-43 
7  62 

Reserve    ist  year 

2d         "        

Sth    "     

26.38 
1.44 

9th     "     

term  will  provide  such  income  for  a  very  reasonable  premium,  and 
in  this  way  supplement  the  continuous  monthly  income  policy. 
This  is  the  basis  for  the  sale  of  the  poUcies  in  the  Scandinavian 
countries — as  far  as  I  know  the  only  countries  where  these  policies 
are  sold  in  considerable  amounts.    This  same  result  is  often  secured 


lO 


A  Special  Temporary  Annuity 


[June 


by  a  regular  term  policy,  but  this  is  a  very  poor  solution  because 
there  is  no  reduction  in  the  benefit  as  the  children  grow  older. 

Now  for  the  company's  gain  on  these  policies:  The  gain  from 
interest  will,  of  course,  be  small,  as  they  are  term  policies;  but 
the  gain  from  mortality  will  be  large,  as  the  largest  amount  is  on 
risk  in  the  first  years  after  the  medical  examination.  For  this 
reason  this  kind  of  policy  is  preferable  to  a  term  policy,  and  I  do 
not  see  any  reason  why  it  should  not  be  possible  to  make  the 
policy  convertible  to  a  policy  for  life  on  the  monthly  income  plan 
for  a  short  period — say  five  years — after  issue  and  a  systematic 
follow-up  will  then  convert  most  of  such  policies.  From  the 
agent's  standpoint  there  is  no  doubt  that  such  a  policy  is  an  easy 
seller  and  will  be  useful  as  introduction  for  more  substantial 
policies.  But  of  course  the  agents  will  sell  a  policy  only  where  they 
can  get  a  commission  that  has  a  reasonable  proportion  to  the 
amount  they  have  to  collect.  Not  taking  into  consideration  any 
interest  gain  from  first  year,  we  shall  have  left  for  mortality  on  the 
20  year  policy  (based  on  $10.00  monthly  income): 


Age  20 

Age  35 

Age  so 

$13  03 

$14.35                     $22.44 

Figuring  a  30  per  cent  mortality  for  first  year  we  have  left: 


Age  20 

Age  35 

Age  50 

$9- 12 

$10.05 

$15-71 

A  loading  of  20  per  cent  on  the  net  premium  would  give: 


Age  20 


$2.88 


Age  35 


Age  so 


$3-58 


$7.16 


total: 


Age  20 

Age  35 

Age  so 

$12.00 

$13-63 

$22.87 
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or  in  percentage  of  gross  premium: 


Age  20 


70  per  cent 


Age  35  Age  so 


per  cent         53  per  cent 


as  the  maximum  expenses  for  first  year.  A  full  preliminary  term 
basis  might  bring  this  percentage  up  to  about  80  per  cent  for  all  ages. 

As  another  example  of  the  usefulness  of  this  annuity  I  might 
give  the  following:  In  Denmark  the  civil  service  employees  have 
formed  a  mutual  loan  and  savings  company.  It  has  no  capital, 
but  has  borrowed  capital  from  the  government  at  a  low  rate  of 
interest  and  receives  savings  accounts  from  employees,  paying 
a  little  higher  interest  than  the  regular  savings  bank  pays.  Now 
these  funds  are  loaned  to  any  employee  on  his  personal  note  for 
say  5  years,  the  principal  and  interest  being  payable  in  equal 
monthly  instalments,  the  only  security  being  an  assignment  on 
his  salary.  This  assignment  is  accepted  by  the  Treasury  Depart- 
ment which  guarantees  that  the  proper  amount  shall  be  withheld 
from  the  salary  as  long  as  the  borrower  stays  in  the  service.  A 
single  premium  policy  on  this  form  guarantees  payment  of  the 
monthly  instalments  in  case  of  the  death  of  the  borrower.  The 
only  risk  will  then  be  the  risk  of  dismissal  from  the  service.  This 
very  seldom  happens  and  it  is  partly  ofifset  by  a  careful  inspection 
or  by  a  small  commission  on  the  loan  that  goes  into  a  reserve  fund. 
This  loan  company  charges  less  interest  than  a  regular  banking 
institution  and  has  been  a  great  success.  The  single  premium  on 
the  annuity  will  not  amount  to  more  than  the  commission  that  a 
bank  would  charge  on  the  loan.  For  instance,  on  a  6  per  cent 
basis  a  loan  of  $1,000.00  will  be  repaid  in  5  years  by  a  monthly 
payment  of  $20.00.  The  single  premium  to  guarantee  the  pay- 
ment would,  for  a  man  35  years  old,  amount  to  $25.00  (net).  A 
borrower  would  never  object  to  this  charge  even  with  a  hea\y 
loading. 

The  same  system  might  be  used  when  people  buy  houses  on  a 
monthly  payment  plan.  I  think  that  a  company  that  could 
make  arrangements  with  such  building  companies  would  get 
many  valuable  prospects  for  insurance,  if  they  were  followed  up 
at  the  proper  time. 
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I  will  make  just  one  more  suggestion  for  the  application  of 
this  policy  form:  Most  actuaries  are  familiar  with  the  proposed 
Federal  Farm  Loan  Act,  and  will  know  that  this  act  will  provide 
for  loans  payable  in  instalments  for  from  5  to  36  years;  this  act 
has  a  provision  that  in  case  of  death  of  the  mortgagor  his  heirs 
shall  have  the  option  to  assume  the  mortgage  obligations  of  the 
deceased  and  carrv^  on  the  mortgaged  farm.  Now  the  loan  is 
based  on  the  \-alue  of  the  farm,  but  the  solvency  and  character  of 
the  applicant  are  taken  into  consideration.  It  seems  to  me  that 
such  insurance  would  make  the  deal  much  safer  for  the  loan  bank. 
It  might  be  had  for  an  average  charge  of  2  per  cent  on  all  loans. 
It  would  be  preferable  also  for  the  heirs,  since  another  provision 
forbids  the  sale  of  the  mortgaged  land  without  permission  of  the 
loan  bank. 
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THE    PRACTICAL    HANDLING    OF    REINSTATEMENTS 

A  CONSIDERATION  OF  THE  ORGANIZATION  AND  COST 
OF  SUCH  A  DEPARTMENT 

By  J.  C.  CAMERON 

I  have  frequently  been  asked,  "How  much  can  you  afford  to 
pay  to  reinstate  good  business  ?  "  This  question  is  sometimes  put 
by  the  company's  management,  whose  interest  is  naturally  to  keep 
expenses  as  low  as  is  consistent  with  good  results;  sometimes  by 
the  reinstating  agent  regularly  or  temporarily  employed  for  such 
purpose,  who  wants  results  but  has  not  always  the  same  point  of 
view  regarding  expenses.  It  is  partly  in  order  to  have  a  reply 
satisfactory  to  both  parties,  who  ultimately  have  the  common 
interest  of  the  company's  success  at  heart,  that  I  am  submitting  this 
paper. 

It  might  seem  more  proper  to  consider  the  organization  of  the 
department  first  and  the  cost  afterward,  but  inasmuch  as  the  cost 
is  what  the  young  companies'  managements  wish  to  know  in  order 
that  they  may  then  determine  how  far  to  organize,  I  am  discussing 
this  question  first.  The  members  of  this  Institute  chiefly  represent 
the  young  western  and  southern  life  companies,  and  I  believe  I 
am  correct  in  stating  that  a  large  proportion  of  these  companies 
have  no  separate  or  specific  department  of  this  nature,  but 
conduct  their  reinstatement  operations  from  the  inside  by 
means  of  the  renewal  department,  and  on  the  outside  by  one 
or  more  of  their  regular  agents  or  by  a  member  of  the  renewal 
department. 

To  determine  the  permissible  expenditure  on  reinstatements 
we  must  first  know  what  is  the  value  of  the  business  retrieved. 
This  involves  the  old  problems  of  rates  of  mortality,  expense,  and 
future  withdrawal — to  be  considered,  however,  from  a  distinctive 
viewpoint.  The  question  may  be  compared  to  that  of  the  value  of 
new  business,  or  of  business  entirely  reinsured  from  another  com- 
pany, but  seems  sufficiently  different  from  either  of  these  to  require 
special  examination. 
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]\Ir.  Arthur  Hunter,  in  his  valuable  and  suggestive  paper 
read  before  the  Actuarial  Society  of  America  in  October,  1915, 
shows  clearly  that  the  death-rate  on  business  of  the  New  York 
Life  Insurance  Company  reinstated  on  Personal  (or  self)  Health 
Certificate,  which  formed  much  the  larger  proportion  of  all 
reinstated  business,  is  "select."  By  poUcies  it  was  53  per  cent 
of  the  American  Experience  the  first  year  after  reinstatement, 
rising  to  59  per  cent  the  third  year,  and  averaging  70  per  cent 
during  the  years  after  the  third.  The  mortality  percentages  by 
sums  insured  differed  only  slightly  from  these.  The  mortality 
rates  on  business  reinstated  by  Medical  Health  Certificate 
(involving  a  partial  examination)  and  by  Complete  Medical 
Examination  were  also  very  satisfactory  though  higher  by 
amounts  insured  than  that  on  Personal  Health  Certificate. 

The  rules  of  the  company  mentioned  require  a  Personal 
Health  Certificate  up  to  sixty  days  from  the  premium  due  date,  a 
Medical  Health  Certificate  from  sixty  days  to  six  months  from  the 
due  date,  and  a  complete  examination  after  six  months,  but  these 
requirements  may  be  more  stringent  if  any  unfavorable  information 
is  on  record  or  develops  regarding  the  applicant. 

The  results  of  Mr.  Hunter's  investigation  then  appear  to 
indicate  that  if  proper  care  and  limitations  are  employed  for 
reinstatement  we  may  expect  the  mortality  on  reinstated  business 
to  be  fully  as  good  as,  or  better  than,  that  of  business  of  like  age 
which  has  not  lapsed.  In  other  words,  the  element  of  selection 
against  the  company  is  more  than  counterbalanced  by  the  com- 
pany's own  selection  against  the  applicant. 

As  is  well  known,  the  practice  of  companies  varies  considerably 
as  to  reinstatement  requirements,  a  number  being  content  to 
accept  a  Personal  Health  Certificate  up  to  ninety  days,  or  even 
longer,  there  being  also  considerable  variation  in  the  employment 
of  the  Medical  Health  Certificate  and  the  complete  examination. 
It  is  not  desirable  or  necessary  to  discuss  all  the  possible  variations 
and  their  future  effect  on  the  business  reinstated,  but  it  may  be 
well  to  suggest  by  way  of  caution  that  the  less  stringent  the 
requirements  the  less  profitable  is  the  business  reinstated  likely  to 
be  so  far  as  mortality  is  concerned.  This  may,  however,  be 
compensated  by  the  greater  amount  of  business  restored,  and  I 
would  suggest  that  this  aspect  of  the  reinstatement  problem  is 
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well  worth  our  earnest  attention  and  careful  investigation.  Each 
company  will  naturally  follow  the  lines  of  its  own  judgment,  but 
until  the  experiences  of  more  of  the  larger  companies  have  been 
published  it  would  seem  better  to  lay  down  these  lines  conserva- 
tively. 

It  seems  a  reasonable  assumption  that  business  reinstated  must 
principally  be  recently  written  business.  This  must  be  so  when 
the  company  itself  is  young,  and  apart  from  this  the  great  majority 
of  lapses  occur  in  the  first  few  years  of  the  policy.  I  find  that  in 
my  own  company's  experience  of  a  considerable  volume  of  business 
reinstated  during  the  last  two  years  more  than  one-third  had  previ- 
ously lapsed  on  the  first  anniversary  and  a  large  proportion  of  the 
remainder  on  a  quarterly  or  semi-annual  renewal  date  in  the  second 
year. 

On  such  business  the  reserves  are  comparatively  small  and  the 
cost  of  insurance  only  slightly  less  than  the  mortality  rate.  If 
we  assume  an  average  mortality  rate  of  .  009  we  find  that  a  mor- 
tality saving  of  40  per  cent  during  the  first  year  after  reinstate- 
ment is  ec[uivalent  to  about  $3 .  50  per  thousand  (the  lower  mortality 
profit  on  older  business  may  be  regarded  as  compensated  by  the 
excess  interest  earnings  on  reserves).  This  assumes  the  receipt  of 
a  complete  year's  premium  after  reinstatement,  and  we  must  add 
the  present  value  of  mortality  savings  in  later  years  discounted 
for  interest  and  withdrawals. 

Regarding  the  further  lapse  rate  of  reinstated  policies,  it  is  evi- 
dent from  a  priori  consideration  that  there  are  a  number  of  reasons 
why  this  should  be  different  from  the  lapse  rate  of  business  which 
has  not  previously  lapsed.  There  is  the  chronic  lapser  who  usually 
pays  his  premiums  quarterly  and  whose  reason  for  lapsing  is 
sometimes  financial  weakness,  but  perhaps  more  often  carelessness. 
There  is  also  the  policy-holder  who  has  been  reinstated  by  over- 
pressure on  the  part  of  the  company's  reinstating  agent.  Each 
of  these  classes  is  less  stable  than  business  which  has  not  lapsed. 
Still  another  class  is  that  under  which  the  company  has  granted 
reinstatement  in  return  for  a  small  cash  settlement  combined  with  a 
renewal  note.  This  also  tends  to  be  an  unstable  class.  Against 
these  one  may  set  the  reinstated  policy-holder  who  had  lapsed 
through  misunderstanding  of  his  contract,  or  his  need  for 
it.     We  should  imagine  that  such  insured,  when  converted  to 
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understanding,  would  remain  satisfied  and  persistent  policy- 
holders. 

Some  figures  as  to  my  own  company's  experience  covering 
the  period  from  May,  1914,  to  April,  1916,  inclusive,  were  before 
me,  and  on  an  investigation  of  the  further  history  of  the  reinstate- 
ments effected  during  the  first  half  of  this  period  I  found  that  a 
high  lapse  rate  had  occurred.  This  lapse  rate  was  greater  than 
that  of  new  business  during  the  same  time  and  therefore  much 
greater  than  that  of  older  business.  I  should  add  that  the  period 
in  question,  which  covered  all  the  data  available,  was  one  of 
exceptionally  depressed  conditions  in  the  "cotton  states"  in  which 
alone  the  company  operates,  so  that  it  was  scarcely  a  fair  test  of  the 
persistence  of  reinstated  business.  I  may  say  that  our  later  rein- 
statements, so  far  as  can  be  judged,  show  a  considerable  improve- 
ment as  regards  persistency. 

In  view  of  the  facts  of  this  investigation,  however,  I  should  not 
care  to  count  on  much  more  than  one  year's  premium  income  after 
reinstatement,  if  a  full  annual  premium  is  obtained  in  cash.  When 
a  reinstatement  is  made  on  a  semi-annual  or  quarterly  basis,  we 
must  reduce  our  estimate  accordingly.  It  is  obvious  that  further 
modification  must  be  made  when  policy  loans  or  renewal  notes 
are  employed.  Reinstatement  effected  by  policy  loan  without 
any  cash  has  practically  no  profit  to  the  company  so  far,  at  least, 
as  that  premium  is  concerned. 

Let  me  here  digress  to  emphasize  the  nature  of  the  settlement. 
That  is,  more  than  anything  else,  the  key  to  making  this  a  profitable 
department. 

Looking  now  into  the  question  of  profit  or  loss  from  loading — 
and  for  simplicity  I  shall  consider  the  non-participating  contract — 
it  must  be  borne  in  mind  that  restored  business  is  salvage,  which, 
but  for  the  company's  efforts,  were  lost  forever.  So  far  as  the 
company's  fixed  charges  are  concerned,  therefore  (outside  the 
special  expense  of  the  reinstatement  department),  we  may  con- 
sider that  these  policies  add  but  a  slight  extra  burden.  It  is  true 
that  practically  no  non-participating  company  can  restrict  its 
fixed  charges  outside  the  first-year  expense  to  the  renewal  premium 
loading  on  the  American  Experience  table,  but  for  the  reason 
mentioned  reinstatements  should  be  considered  on  a  different  basis, 
i.e.,  that  the  loading  pays  the  reinstated  policy's  expenses,  includ- 
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ing  renewal  commissions,  if  any.  It  is,  1  believe,  not  unfair  to 
consider  that  we  may  extend  this  argument  to  cover  a  period  of  two 
or  three  years  after  reinstatement. 

There  is  still  another  source  of  profit,  namely,  the  value  of 
future  excess  interest  earnings  on  reserves.  There  is  also  the 
restored  good-will  of  the  converted  policy-holders.  Each  of  these 
has  an  undoubted  value,  but  such  it  is  scarcely  possible  to  estimate 
at  all  exactly,  so  that  I  shall  do  no  more  than  call  attention  to  them 
meantime. 

Summarizing  the  argument,  it  appears  that,  provided  (i)  that 
reinstatement  requirements  are  scientifically  established  on,  say, 
the  lines  of  the  larger  eastern  companies;  (2)  that  the  company  at 
all  times  exercises  a  selective  supervision  over  the  reinstatements, 
and  (3)  that  reasonable  cash  settlements  are  exacted,  then  we 
may  expect:  (i)  a  mortality  profit  which  should  average  $3 .  50  per 
thousand  for  each  full  year's  premium  obtained  the  first  year  after 
reinstatement;  (2)  a  further  lapse  ratio  higher  than  that  of  new 
business  and  probably  than  that  of  reinsured  business;  (3)  that  the 
expense  loading  will  at  least  pay  the  expense;  (4)  a  certain  profit 
on  persistent  business  from  excess  interest  over  valuation  rate,  and 
(5)  some  additional  good-will  from  reinstated  policy-holders. 

I  should  judge,  therefore,  that  the  average  value  to  a  company 
of  business  reinstated  under  these  conditions  is  $3 .  50  a  thousand 
for  a  full  annual  cash  settlement,  if  it  is  desired  to  keep  the  cost 
within  the  current  year.  Considered  as  an  investment  I  should 
be  inclined  to  put  a  figure  of  from  $5 .  00  to  $7 .  00  a  thousand  as  a 
limit,  which  could  be  calculated  as  a  percentage  of  premium,  var\'- 
ing,  say,  from  12  per  cent  to  25  per  cent,  making  due  allowance 
for  the  policy  plan.  The  value  of  business  reinstated  by  semi- 
annual or  cjuarterly  settlements  could  be  estimated  by  the  same 
percentages.  When  settlement  is  made  partly  by  renewal  notes 
or  policy  loans,  the  percentage  value  will  naturally  be  lower.  As 
a  general  average,  assuming  that  discretion  is  used  in  accepting 
settlements,  I  should  be  inclined  to  set  a  value  of  10  per  cent  of 
all  premiums  received  by  cash  and  otherwise  on  reinstatements 
as  a  reasonable  estimate. 

Proceeding  now  to  the  question  of  the  establishment  of  a 
routine  for  handling  reinstatements,  we  must  recognize  that  a 
goodly  proportion  of  lapses  can  be  reinstated  by  correspondence — 
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indeed,  by  form  letters.  This  applies  particularly  to  the  careless 
lapser,  who  only  wants  his  attention  drawn  strongly  to  the  fact  of 
lapse  to  recognize  his  fault.  It  is  clear  that  this  branch  of  the  work 
can  be  handled  if  desired  as  an  adjunct  of  the  renewal  department, 
and  there  is  no  doubt  that  the  cost  of  the  reinstatement  by  form 
letter  will  be  much  less  than  the  permissible  expenditure  suggested 
above.  One  may  say  of  this  type  of  lapses  that  it  is  not  so  much 
a  matter  of  credit  to  restore  them  as  it  would  be  an  act  of  foolish 
omission  to  allow  them  to  remain  lapsed.  I  am  not  forgetful  that 
(if  one  may  use  the  expression)  the  best  time  to  reinstate  is  before 
the  policy  lapses,  and  I  am  fully  aware  that  many  of  this  type  will 
be  prevented  from  lapsing  by  the  renewal  department.  Some, 
however,  will  evade  its  vigilance  and  only  the  shock  of  a  lapsed 
policy  can  rouse  them  to  action. 

Apart  from  this  type  there  are  many  varieties  of  lapsed  cases — 
from  the  policy-holder  whom  a  little  friendly  talk  will  convince  of 
his  error  to  the  man  who,  from  financial  or  other  reasons,  has  abso- 
lutely decided  he  will  let  his  policy  drop.  It  is  in  regard  to  such 
other  types  that  the  home  office  can  lay  down  the  lines  upon  which 
a  reinstating  agent  must  act.  The  value  of  his  time  is  known  and 
his  expenses  can  be  estimated,  so  it  is  not  so  difficult  to  advise  him 
as  to  his  plan  of  campaign. 

In  this  connection  it  should  be  said  that  it  does  not  usually  pay 
a  company  to  attempt  to  reinstate  by  personal  effort  unless  the 
lapsed  business  is  reasonably  grouped  together  in  location.  Experi- 
ence is,  of  course,  the  best  guide  as  to  when  and  where  to  make 
such  effort. 

When  we  consider  the  organization  of  a  separate  department  it 
is  not  quite  so  simple.  Yet  the  same  arguments  hold  good  and  the 
Company  can,  after  a  few  months'  observation,  arrive  at  a  reason- 
ably accurate  basis.  The  cases  reinstated  by  correspondence 
should  be  separated  and  if,  after  pro  rating  the  small  cost  of  restor- 
ing these,  the  balance  cost  more  per  Si,ooo . oo  or  a  higher  premium 
percentage  than  the  maximum  allowance,  too  much  is  being  spent. 
The  department  may  be  found  unnecessary  and  the  company 
revert  to  the  renewal  department's  handling  the  lapses. 

Personally  I  think  a  company  can  scarcely  afford  to  make  a 
separate  department  of  this  nature  unless  it  has  at  least  thirty 
millions,  perhaps  forty  millions,  on  its  books.     The  separate  depart- 
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ment,  however,  oives  the  usual  advantages  of  specialization, 
involving  unremitting  and  undiscriminating  attention.  The 
department  head,  on  whose  judgment  much  depends,  will  be  at  all 
times  in  close  touch  with  the  renewal  department,  which  will  send 
him  daily  its  correspondence  files  or  a  resume  thereof  as  the  policies 
lapse.  He  will  have  all,  especially  the  larger  policies,  investigated 
carefully  and  will  decide,  with  the  assistance  of  other  departments, 
when  necessary,  as  to  his  plan  of  campaign  on  all  cases  where  the 
routine  letters  are  not  considered  desirable  or  have  failed  to  elicit 
a  good  response. 

He  ought  to  be  in  touch  with  and  pay  occasional  visits,  if 
possible,  to  the  branch  offices  (if  such  exist).  He  will  in  each  case 
tactfully  attempt  to  find  the  real  reason  for  lapsing  and  he  will 
use  this  as  a  guide  for  his  work.  He  will  not  make  the  mistake  of 
over-pressure.  In  short,  he  should  be  a  man  of  energy  and  of 
judgment,  and,  indeed,  possess  many  of  the  qualities  of  a  good 
solicitor.  He  will  have  one  or  more  assistants  to  handle  the  con- 
siderable mass  of  files,  to  compile  their  own  additional  records,  and 
for  other  necessary  routine  work.  A  separately  organized  depart- 
ment on  some  such  lines  as  these  should  be  a  profitable  one  for  a 
young  company  if  it  is  not  too  small,  and  if  its  business  is  not  too 
scattered. 

I  trust  that  this  paper  may  be  the  means  of  eliciting  a  discussion 
on  the  various  aspects  of  the  handling  of  reinstatements. 
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:\IORTALITY  INVESTIGATION 

By  C.  H.  BECKETT 

Special  attention  is  now  being  directed  to  the  question  of 
mortality  on  account  of  the  new  mortality  investigation,  for  which 
nearly  all  of  the  companies  in  the  United  States  and  Canada  are 
preparing  their  data. 

The  policy  sheets  prepared  by  the  committee  provide  one  blank 
space  for  the  company's  owm  use.  However,  companies  having 
more  than  $50,000,000  insurance  in  force  will  base  their  contribu- 
tion of  data  on  that  amount  only  and  they  will  not,  therefore,  have 
their  entire  business  entered  on  the  sheets  returned  to  the  com- 
mittee. 

It  occurs  to  me  that  this  is  a  most  opportune  time  for  com- 
panies to  prepare  policy  sheets  of  their  own,  from  which  they  can 
investigate  their  own  experience  and  which  can  be  used  later  in 
comparing  individual  experience  with  the  experience  resulting 
from  the  complete  investigation.  The  State  Life  Insurance  Com- 
pany has  prepared  policy  sheets  with  the  following  headings  and 
entered  all  policies  issued  by  the  company  from  date  of  organiza- 
tion. 
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The  company  had  previously  made  some  investigation  of  its 
experience  based  upon  the  mortality  tables  upon  which  the  premium 
rates  and  reserves  were  calculated  and  upon  net  amount  at  risk. 
Reference  will  be  made  to  these  investigations  in  the  second  part 
of  this  paper. 

After  the  policy  sheets  had  been  prepared  it  was  decided  to 
measure  the  mortality  experience  of  the  company  by  the  Medico- 
Actuarial  table  and  the  rules  of  the  Medico-Actuarial  investigation 
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were  followed.  All  premium-paying  business  from  the  date  of  the 
company's  organization  in  September,  1894,  to  the  policy  anni- 
versary in  1915  is  included.  The  duration  varies,  therefore,  from 
one  to  twenty-one  years. 

In  the  preparation  of  the  policy  sheets  the  age  was  taken  as 
that  of  nearest  birthday  at  the  date  of  issue.  The  duration  is  the 
difference  in  years  between  the  calendar  year  of  issue  and  the 
calendar  year  of  termination.  If  the  termination  was  by  death  and 
the  death  occurred  after  the  anniversary  of  the  policy,  the  dura- 
tion is  increased  by  one  year.  That  is,  the  duration  corresponds 
to  the  number  of  premiums  which  had  fallen  due  at  the  time  of 
death.  If  policies  had  lapsed  and  were  afterward  reinstated,  the 
fact  of  lapse  was  ignored.  Policies  which  were  terminated  in  the 
same  calendar  year  as  that  of  issue  were  not  included  in  the  investi- 
gation unless  termination  was  by  death. 

After  the  policy  sheets  had  been  prepared  the  next  step  was 
to  determine  the  exposures  and  deaths  for  the  various  durations 
and  age  groups.  This  was  accomplished  by  making  two  sets  of 
tally  sheets,  on  one  of  which  the  number  of  deaths  for  each  age 
group  and  duration  was  recorded,  and  on  the  other  the  number  of 
durations  for  each  age  group.  The  exposed  to  risk  was  then  ob- 
tained by  summation  of  the  numbers  representing  the  durations 
in  question  and  the  numbers  representing  longer  duiations.  Thus, 
to  obtain  the  exposed  to  risk  for  five  insurance  years,  in  age  group 
30-34,  the  number  of  policies  of  five  years'  and  longer  duration  in 
that  age  group  were  added.  The  actual  deaths  shown  in  the  table 
were  taken  directly  from  the  first  set  of  tally  sheets. 

The  deaths  per  thousand  (State  Life)  were  obtained  by  divid- 
ing the  number  of  policies  terminated  by  death,  headed  "Actual 
Deaths,"  by  the  number  of  policies  exposed  to  risk,  headed 
"Exposed  to  Risk."  The  deaths  per  thousand  (M.A.)  were  taken 
from  Vol.  Ill,  Table  I,  of  the  Medico-Actuarial  investigation, 
and  are  the  rates  used  in  Table  XII,  Vol.  I,  in  conformity  with 
which  the  tabulation  was  made.  The  expected  deaths  are  the 
product  of  the  exposed  to  risk,  multiplied  by  the  corresponding 
M.A.  rate.  The  figures  in  the  columns  headed  "Deviation"  are 
the  difference  between  "Actual  Deaths"  and  the  "Expected 
Deaths  M.A.,"  while  the  "Accumulated  Deviation"  is  the  alge- 
braic sum  of  the  "Deviation"  column  for  successive  years. 
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The  next  step  was  to  determine  the  extent  to  which  these 
deviations  might  be  ascribed  to  chance.  For  this  purpose  recourse 
was  had  to  the  formula  o-=  l  sqp,  for  the  development  of  which  the 
reader  is  referred  to  the  paper  by  Dr.  H.  L.  Rietz  on  "The  Mathe- 
matical Theory  of  Risk,"  R.A.I. A.,  Vol.  II,  5  represents  exposed 
to  risk;  q  the  probability  of  dying  within  one  year;  p  the  proba- 
bility of  surviving  one  year.  The  above  formula  was  applied  to 
each  group  in  the  "Synopsis"  and  the  results  tabulated  in  the 
column  "Standard  Deviation." 

It  will  be  observed  from  inspection  of  the  tables  that  there  are 
few  instances  in  which  there  is  a  positive  deviation  in  excess  of  the 
standard  deviation.  In  most  instances  the  negative  deviation  is 
in  excess  of  the  standard.  Dr.  Rietz  calculates  that  the  chance  of  a 
mortality  experience  favorable  to  the  company  to  the  extent  of  a 
deviation  as  great  as  the  standard  deviation  is  only  .15886  and 
that  the  chance  of  a  deviation  favorable  to  the  company  as  great 
as  twice  the  standard  deviation  is  only  .02275.  We  should  be 
justified,  therefore,  in  concluding  that  the  large  negative  deviations 
are  not  due  to  chance  but  to  careful  selection  of  risks. 

The  complete  tables  are  added  to  this  paper  for  these  reasons: 
first,  it  is  difficult  adequately  to  describe  the  methods  without 
giving  the  results;  second,  the  slight  deviations  show  how  closely 
a  company's  experience  may  follow  the  M.A.  table  although  the 
number  of  exposures  is  limited;  third,  such  an  experience  based 
upon  ages  at  entry  and  years  in  force  is  always  of  general  interest. 

The  two  curves  in  Graph  A  are  plotted  so  as  to  show  the  number 
of  policies  that  would  have  been  terminated  by  death  according  to 
the  M.A.  table  by  policy  years  in  force,  and  the  number  of  policies 
which  were  actually  terminated  by  death  in  the  State  Life  experi- 
ence for  all  ages  at  issue. 

The  second  part  of  this  paper  deals  with  the  company's  method 
of  investigating  its  mortality  experience  each  year. 

In  calculating  the  expected  mortality  on  the  net  amount  at  risk 
for  the  gain  and  loss  exhibit  the  business  of  the  company  is,  of 
course,  classified  on  the  basis  of  the  kind  of  policy  and  the  number  of 
years  in  force.  The  result  of  each  year's  investigation  is  added 
to  the  corresponding  totals  for  the  years  previously  investigated. 
Two  sets  of  tables  were  made,  in  the  first  of  which  one  year's  experi- 
ence is  exhibited,  and  in  the  second,  the  corresponding  combined 
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experience  for  all  years  previously  investigated.  We  have  carried 
this  work  forward  and  now  have  the  results  of  the  mortality 
experience  of  the  company  on  all  exposures  for  the  eight  years 
from  1908  to  1915  inclusive;   issues  1894-1915  inclusive. 

The  object  in  making  such  an  investigation  is  to  ascertain  how 
closely  the  company's  experience  with  different  classes  of  policies 
and  different  years  of  issue  has  followed  the  tables-  upon  which 
premium  rates  and  reserves  were  calculated,  the  calculations 
being  based  upon  the  mean  of  the  terminal  costs  on  the  net  amount 
at  risk. 

The  number  of  classifications  any  company  would  make 
depends  upon  the  character  of  its  business.  We  have  found  it 
desirable  to  carry  forward  such  a  tabulation  in  fifteen  tables.  I 
have  not  deemed  it  advisable  to  burden  the  pages  of  the  Record 
with  all  of  these  tables,  but  have  added  two  tables  so  as  to  show 
the  method  employed  and  to  present  some  interesting  results.  A 
graphic  representation  of  the  tables,  drawn  to  a  suitable  scale, 
furnishes  a  convenient  record  for  reference.  We  follow  the  prac- 
tice of  drawing  two  graphs  for  each  table,  one  showing  the  result 
of  all  years  combined  and  the  other  showing  the  result  of  the  last 
year.  The  one-year  fluctuation  is  then  apparent,  and  if  there  is 
considerable  variation  the  cause  is  carefully  scrutinized  by  the 
Medical  Department. 

Table  II,  which  shows  the  summary  classified  by  the  kind  of 
policy,  is  still  further  divided  for  our  own  information  on  the 
basis  of  the  interest  rate  used  in  the  calculation  of  net  premiums 
and  reserves. 

Table  VI  illustrates  the  method  of  tabulation  in  order  to  show 
the  experience  by  years  in  force  on  all  premium-paying  business. 
In  the  corresponding  graphic  representation  the  experience  for  the 
year  191 5  is  also  shown  so  as  to  exhibit  the  fluctuation  from  the 
average  of  this  one  year's  experience. 

It  is  important  that  a  company  should  have  accurate  informa- 
tion concerning  its  mortality  experience.  Such  knowledge  is 
essential  in  arriving  at  an  equitable  method  of  apportioning 
surplus  from  mortality  savings,  and  in  any  comprehensi^'e  study 
of  a  company's  progress. 

When  we  consider  that  the  payment  of  death  claims  is  the 
principal  item  of  disbursements  it  is  apparent  that  the  importance 
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of  any  valuable  information  in  reference  to  this  phase  of  our 
business  can  scarcely  be  overstated.  I  am  fully  aware  of  the 
dangers  of  drawing  conclusions  from  insufificient  data,  but  am  con- 
vinced that  even  though  a  company  be  comparatively  small,  a 
careful  analysis  of  its  mortality  experience  is  likely  to  prove  to  be  of 
considerable  value.  In  this  connection  I  would  suggest  a  study  of 
death  losses. 

To  this  paper  is  being  added  a  table  showing  death  losses  from 
1895  to  191 5  inclusive,  giving  the  cause  of  death  and  age  of  insured 
at  death.  This  particular  table  is  by  amounts.  We  have  a  corre- 
sponding table  showing  the  number  of  policies,  and  two  other 
tables,  one  by  amounts  and  the  other  by  the  number  of  policies, 
showing  the  cause  of  death  tabulated  to  the  number  of  years  the 
policy  had  been  in  force.  Death  losses  are  kept  in  a  special  register 
so  that  such  ones  as  should  be  further  examined  can  be  readily 
brought  together,  as,  for  example,  claims  during  the  early  policy 
years  from  causes  which  should  not  be  expected  after  recent  medical 
examination. 

In  order  to  have  some  standard  with  which  to  compare  the 
proportions  of  death  due  to  various  causes.  Tables  H  and  M  of 
Vol.  II  of  the  Medico-Actuarial  investigation  were  used.  Wherever 
it  appeared  that  the  proportion  of  deaths  due  to  any  one  cause  was 
higher  in  the  State  Life  than  in  the  Medico-Actuarial  investigation, 
special  investigations  were  made  of  such  classes  of  claims,  it  being 
found  convenient  to  use  a  code  system  for  the  classification  of  the 
causes  of  sickness  and  death.  For  this  purpose  we  always  use 
the  International   Classification — Detailed  Nomenclature. 

In  any  study  of  death  claims  it  is  highly  important  to  know 
both  the  age  at  death  and  the  number  of  years  since  medical 
examination.  It  is  for  this  reason  that  we  always  prepare  charts 
showing  the  cause  of  death  by  amounts  of  insurance  and  number 
of  claims  tabulated  to  years  in  force,  and  also  cause  of  death  tabu- 
lated to  age  at  death,  both  by  amounts  of  insurance  and  by  number 
of  claims.  Special  interest  is  just  now  being  taken  in  the  question 
of  cancer.  We  shall,  therefore,  use  this  disease  as  an  illustration 
for  special  comment. 

Cancer  has  been  the.  cause  of  no  claims,  amounting  to 
^376,233.60,  or  4.5  per  cent  of  the  total.  The  Medico-Actuarial 
investigation  shows  a  percentage  of  7.2.  Our  experience  shows 
a  tendency  toward  increasing.     The  years  1900-1904  give  a  per- 
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cenlage  of  2.1;  1905-1909,  4.7;  tlic  last  live  years,  5.2.  In  1915, 
5.3  per  cent  of  the  losses  resulted  from  cancer.  The  age  distribu- 
tion is  interesting.  The  percentage  of  claims  from  cancer  to 
total  claims  is  as  follows:  ages  15-29,  1.4;  ages  30-44,  4.4; 
ages  45  and  over,  7.1.  The  corresponding  percentages  of  the 
Medico- Actuarial  experience  are  2.1,4.8,  and  7 .  7. 

An  analysis  of  other  causes  of  death  would  perhaps  be  equally 
interesting,  but  it  is  not  my  purpose  to  make  an  extended  report 
of  our  own  investigation,  but  more  especially  to  indicate  the  plans 
we  are  following. 

Since  this  paper  was  prepared  the  interesting  paper  by  Mr. 
Hutcheson,  "Note  on  Mortality  Experience  of  the  Mutual  Life," 
has  appeared  and  gives  us  an  additional  experience  with  which  to 
make  comparison. 

In  conclusion  I  wish  to  express  the  hope  that  the  work  of  pre- 
paring data  for  the  new  mortality  table  will  stimulate  interest 
in  individual  investigations,  and  I  believe  that  any  company  is 
likely  to  ascertain  some  valuable  facts  from  its  own  experience 
when  it  is  all  brought  together  and  scrutinized,  as  suggested  in  this 
paper. 
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3.8 
2.4 
0.  2 

-  2.0 
-15.6 

-  14.6 

-  3-5 

-  3.6 

-  3  9 

-  1.9 
-t-io.i 

-  50 

-  96 

-  -9 

-  4-5 
+145 
+  2.7 
+      .9 

-  2.3 

-  5i 
+   1.9 

-  .8 
+  2.6 

-  .2 

—   2.0 
-17.6 
-32.2 
-35-7 
-39  3 
-43-2 
-45   I 
-350 
—40.0 
-49-6 
-50.5 
-55-0 

-40.  S 

-37.8 
-36.9 
-39-2 
-42-5 
—40.6 
-41.4 
-38.8 
-390 

I-  5-- 

6-10. . 

11-21. . 

1-21 . . 


37807 

17540 

9657 

65004 


150 
112 
112 

374 


i»9  3 
122.3 
101.4 
413  o 


-39-3 
—  10.3 
-)-io.6 
-39  o 


-39-3 
-49.6 
-390 
-390 


AGES  AT  ENTRY  40-44 


3 
4 
5 
6 
7 
8 
9 
10 
II 
12 
13 
14 
15 
16 
17 
18 
19 


9492 

6167 

461 1 

3970 

3495 

3153 

2846 

2692 

2427 

2145 

1701 

1362 

1061 

828 

652 

48s 

351 

233 

168 

106 


4-74 

6.16 

6.07 

6.05 

4.86 

6.98 

9.84 

12.26 

10.30 

12.59 

9-99 

8.81 

10.37 

15-70 

15-34 

14-43 

II. 4 

8.62 


28.30 


4-7 

6.4 

6-9 

7-5 

8.0 

8.5 

9.1 

9-8 

10.6 

ii-S 

12.5 

13-5 

14.6 

15.8 

17.1 

18. 5 

20. 1 

21.9 

24.0' 

26.4 


44-6 
39-5 
31-8 
29.8 
28.0 
26.8 
25  9 
26.4 
25-7 
24-7 


9.0 
7-1 
5-1 
4.0 
2.8 


+  .4 

-  1-5 

-  3-8 

-  5-8 

-  II.O 

-  4-8 
+  2.1 
+  6.6 

-  -7 
+  2.3 

-  4-3 

-  6.4 

-  4-5 

-  .1 

-  1 .1 

-  2.0 

-  31 

-  3-1 

-  4.0 
+  .2 


+ 


1. 1 


18-S 


—  4- 

—  10. 

—  21 . 
-26. 

—  24- 
-17- 
-iS 
-16. 

—  20. 5 

—  26.9 
-31-4 
-31s 
—32.6 
-34-6 
-37-7 
-40.8 
-44.8 
-44.6 


I-  5- 
6-10. 
11-21 . 


27735 

13263 

6947 

47945 


152 

I3S 

79 

366 


173-7 
1295 
107.4 
410.6 


—  21.7 
+  5-S 
-28.4 
-44.6 


-21.7 
-16.2 
-44.6 
-44.6 


13  I 
11.3 
10.3 


igib\ 
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Insur- 

Exposed 

Actual 

Deaths  per  1000 

Expected 

Deaths 

M.A. 

Devia- 

Accumu- 
lated De- 
viation 

Standard 
Devia- 
tion 

Years 

to  Risk 

Deaths 

State  Life 

M.A. 

tion 

I 

2 

3 

4 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

5728 

3687 

2746 

2397 

2116 

1909 

1756 

164s 

147 1 

1279 

968 

753 

S8s 

431 

268 
189 
131 
84 

ss 

26 

25 

35 
35 
23 
23 
24 
23 
19 
20 
14 

1^6 
14 
8 
7 
4 
5 
3 
I 
I 

454 
6.78 
12.74 
14.60 
10.87 
12.05 
1367 
13-98 
12.92 
15-64 
14.46 
17-26 
27-35 
32-48 
22.04 
26.12 
21.16 
38.17 
35-67 
18. IS 
125.00 

6.4 
8.8 
9-5 
10.4 
11-3 
12.2 
13-2 
14  3 
15-4 
16.7 
18. 1 
19.6 
21.4 

23-4 
25-7 

28.3 

31.2 

34-4 
37-9 
41-7 
45-8 

36-6 
32-4 
26.1 
24.9 
23-9 
23-3 
23-2 
23-5 
22.7 
21.4 
175 
14.8 
12.5 
10. 1 
9-3 
7.6 
5   9 
45 
3.2 
2.3 

—  10 

—  7 
+  8 
+10 

+ 

—  3 

—  I 

—  3 

—  I 
+  3 
+  3 

—  I 

—  I 

+ 

—  I 

+  I 

6 
4 
9 
I 
9 
3 
8 
S 
7 
4 
5 
8 
5 
9 
3 
6 
9 
5 
2 
3 

-  10.6 
-18.0 

-  9.1 
+  i-o 
+     -I 

-  .2 
+     .6 
+     .1 

-  3-6 

-  S.o 

-  8.5 
-10.3 

-  6.8 

-  2.9 

-  4-2 

-  4.8 

-  6.7 

-  6.2 

-  6.4 

-  6.7 

I-  5 
6-10. 
11-21. 


16674 
8060 
383s 

28569 


144 

109 

86 

339 


143-9 

114. 1 

87.7 

345-7 


+   -I 

-  5-1 

-  1-7 

-  6.7 


-1-  .1 

-  5-0 

-  6.7 

-  6.7 


II. 9 
10.6 
9-2 

18-5 


AGES  AT  ENTRY  50-53 


3 
4 
5 
6 
7 
8 
9 
10 
II 
12 
13 
14 
15 
16 
17 
18 
19 


2304 

1471 

1134 

973 

864 

779 

693 

647 

568 

493 

369 

283 

233 

186 

153 

109 

80 

54 

41 

27 

3 


4-77 
10.20 
12.35 

9-25 
13.89 
24-39 
14-43 
12.36 
33-45 
40-57 
27. 10 
28.27 
25-75 
37  63 
19.61 
45-87 


37 

04 

73 

17 

37 

03 

9-1 

12.5 

13.8 
15-0 
16.3 
17-S 
19.0 


20 


24.7 
27.  2 
30.0 
33-1 
36-5 
40.  2 
44-2 
48.5 
53-1 
S8.i 
63.2 


21 .0 
17-4 
15-6 
14.6 

14. 1 
13.6 
13-2 
13-3 
12.8 
12.2 
10.  o 

8.5 
7-7 
6.8 
6.2 
4.8 
3  9 
2,9 
2.4 
1-3 


-  10.0 

-  2.4 

-  1.6 

-  5.6 

-  2.1 
+  5-4 

-  3-2 

-  5-3 
4-  6.2 
+  7-8 


-10. o 
-12.4 
-14.0 
-19.6 
-21 .7 
-16.3 
-19-S 
-24.8 
-18.6 
-10.8 
-10.8 
-11-3 
-13  o 
-12.8 
-16.0 
-15-8 
-19.7 
-20.6 
-20.0 
-20.3 
-20.5 


I-  5. 

6-10. 

11-21. 

1-2 1. 


6746 

3180 

1538 

1 1464 


61 

76 

45 

182 


82, 

65 

54 

202, 


—  21.7 
+  10.9 

—  9-7 

—  20.  5 


-21.7 
-10.8 
■20.5 
■20.5 


8.0 

7-3 

14. 1 
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AGES  AT  ENTRY  54-56 


Insur- 
ance 
Years 

Exposed 
to  Risk 

Actual 
Deaths 

Deaths  per  1000 

Expected 
Deaths 
M.A. 

Devia- 
tion 

Accumu- 
lated De- 
viation 

Standard 
Devia- 
tion 

State  Life 

M.A. 

I 

892 

569 

42s 

362 

323 

279 

25s 

227 

20s 

178 

127 

87 

67 

52 

40 

25 

17 

IS 

9 

5 

9 
9 
7 
4 
II 

8 
4 
9 

7 
2 
4 
2 
2 
3 
0 
3 
0 
I 

10.09 
15.82 
16.47 
11.05 
34-06 
10.75 
31-33 
3S-24 
19-SI 
50-56 
55-12 
22.99 
59-70 
38.46 
50.00 
120.00 

12.2 
15.8 
18.3 
20.1 
21.9 
24.0 
26.4 
29.1 
32.1 
35.4 
39.0 
42.9 
47.1 
SI. 6 
S6.6 
61.7 
66.8 
72.3 
78.3 
84.8 

10.9 

9-2 
7.8 

7-3 
7.1 
6.7 
6.7 
6.6 
6.6 
6.3 
5-0 
3.7 
3.2 
2-7 
2.3 
i-S 
1 .1 
1 .1 
-7 
-4 

-1.9 

-1.9 
-1.9 
-2.7 
-6.0 

—  2.1 
-5-8 
-4-S 
-31 
-5-7 
-3-0 

—  I.O 
-2.7 
-1-9 
-2.6 
-2.9 
-1.4 
-2-5 

-  .6 
-1-3 

-  -7 

3 

4 

i:::::: 
7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

-  .8 
-3.3 
+3-9 
-3-7 
+  1-3 
+1-4 
-2.6 
+  2.7 
+2.0 
-1-7 
+   .8 

-  .7 

-  -3 
+I-S 

-  1 .1 
+  1-9 

-  .7 
+   .6 

18 

19 

20 

200 . 00 

200.00 

I-  5--- 

6-10 . . . 

11-21. . . 

1-21. . . 


2571 

1 144 

444 

4159 


40 
32 
24 
96 


42.1 

—  2.1 

32.9 
21.7 
96.7 

•-   -9 

+2.3 

-   -7 

-3-0 
-0.7 
-0.7 


AGES  AT  ENTRY  57-59 


3 
4 
S 
6 
7 
8 
9 
10 
II 
12 
13 
14 
15 
16 
17 
18 
19 


443 

271 

200 

171 

147 

135 

128 

117 

109 

86 

66 

50 

40 

29 

22 

16 

9 

6 

5 

5 


6.77 
14.76 
30.00 

S.85 


7-41 

15-62 

8-SS 

45-87 

23.26 

15-IS 

40.00 

25.00 

68.97 

45-45 

125.00 

222.22 

166.66 


16.0 
20.4 
24.0 
26.4 
29.1 
32.1 
35-4 
39-0 
42-9 
47-1 
51-6 
S6.6 
61.7 
66.8 
72.3 
78.3 
84.8 
91.9 

99.  S 

107.9 
116. 9 


-4.1 
-1-5 
+1-2 
-3-5 
-4-3 
—3-3 
-2.5 
-3.6 
+  -3 
—  2.1 


-2.4 

-  .8 
-1-5 
+  -I 

-  .6 
+  .7 
+  1-2 
+  .4 

-  -5 

-  -S 
+  .8 


-  4.1 

-  5-6 

-  4-4 

-  7-9 
-12.2 
-iS-S 
-18.0 
-21.6 
-21.3 
-23-4 
-25.8 
-26.6 
-28.1 
-28.0 
-28.6 
-27-9 
-26.7 
-26.3 
-26.8 
-27.3 
-26. 5 


I-  S- 
6-10. 


1232 
575 
250 

3057 


26.2 


16. 1 
64-S 


—  12.2 

—  11. 2 

—  3-1 

—  26. 5 


■23-4 
-26.5 
■26. 5 
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AGES  AT  ENTRY  60-62 


Insur- 
ance 
Years 

Exposed 
to  Risk 

Actual 
Deaths 

Deaths 
State  Life 

per  1000 

M.A. 

Expected 
Deaths 
M.A. 

Devia- 
tion 

Accumu- 
lated De- 
viation 

Standard 
Devia- 
tion 

I 

2 

3 

4 

5 

6   

109 

71 

51 

48 

41 

3S 

34 

28 

24 

22 

II 

7 

4 

4 

2 

I 

2 
3 
2 
0 

I 
0 
I 
I 
2 
5 
2 
I 

18.3s 
42.25 

39-22 

20. 5 

27. S 

32.1 

3S.4 

39  0 

42.9 

47.1 

51.6 

S6.6 

61.7 

66.8 

72.3 

78.3 

84.8 

91.9 

99- S 

107.9 

116. 9 

126.6 

137.2 

148.6 

2.2 

2.0 

1.6 

1.7 

1.6 

1.5 

1.6 

1.4 

14 

1.4 

■7 

■  S 

■3 

•  3 

.2 

.1 

—  .2 

+  r.o 
+   .4 

y-.i 

-IS 

-  .6 

-  .4 
+   .6 
+3.6 
+1.3 
+   .5 
-0.3 

-  -3 

—  .2 

—  .1 

—  .2 
+   .8 
+1.2 

—  -5 

—  I.I 
-2.6 

-3.6 

-3-0 
+    .6 
+1.9 
+2.4 
+2.1 
+1.8 
+1.6 
+1-5 

24.39 

7 

8 

9 

10 

II 

12 

13 

14 

29.41 
3S.7I 
83.33 
227.27 
181. 81 
142.86 

16    

18    .    . 

19 

21  ...  . 

320 

143 

29 

492 


91 
7.3 


18. 5 


—  I.I 

+  1.7 
+  .9 
+  1.5 


—  I 

+ 
+  1 
+  1 


AGES  AT  ENTRY  63  AND  OVER 


50.00 
222.22 
285.71 


333.33 
500.00 


27,2 

39  I 

46.7 

Si.o 

55. 7 

60.9 

66.3 

71.9 

77.5 

83.4 

89.7 

96.9 

104.6 

114.4 

124. 5 

135.3 

147.6 


5 

+ 

5 

S 

— 

5 

4 

+  1 

6 

4 

— 

4 

4 

+  1 

6 

3 

— 

3 

3 

— 

3 

3 

— 

3 

3 

— 

3 

2 

+ 

8 

2 

+ 

8 

2 

— 

2 

2 

— 

2 

2 

— 

2 

2 

— 

2 

I 

— 

I 

I 

~ 

I 

+  .5 


+1.6 
+1.2 
+2.8 
+2.5 
+2.2 
+1.9 
+1.6 
+2.4 
+3-2 
+3.0 
+2.8 
+2.6 
+  2.4 
+2.3 
+2.2 


S6 


89 


1.4 
1.2 

4.8 


+  2.8 
-0.4 
—0.2 
+  2.2 


+2.8 
+  2.4 
+2.2 
-i-2.2 
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SUMMARY  OF  MORTALITY  EXPERIENCE  BY  YEARS  IN  FORCE  ON  ALL 
PREMIUM-PAYING  BUSINESS 

Issue  1894-1915  Inclusive — Exposure  1908-1915  Inclusive 


Year 

Mean 

Amount  in 

Force 

Death 
Claims 

Reserves        Net  Actual 
Released              Loss 

Expected 
Mortality 

Percentage 

of  Actual  to 

Expected 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

$  27,716,727 

44,640,29s 

35,324,744 

37,551,005 

38,123,437 

38,517,254 

38,135,715 

37,250,921 

37,788,130 

38,201,490 

35,441,885 

29,067,497 

24,960,372 

22,152,316 

18,801,681 

15,970,800 

12,447,300 

8,790,000 

5,805,000 

3,834,000 

1,448,000 

113,000 

$      98,203.61 
183,286.38 
182,879.72 
232,840.58 
278,830.36 
279,626.23 
232,360.34 
296,380.00 
327,084.33 
351,869.00 
292,297.32 
258,616.43 
211,174-99 
273.047-48 
234.761-95 
234,002  70 
180,641 .16 
117,957.42 
78,973-00 
60,500.00 
25,000.00 
5,000.00 

$       768.76 
1,817-87 
6,299.34 
14,508.92 
22,572.18 
30,142.64 
30,112.69 
47,170.90 
58,561.49 
71,007.43 
58,335-49 
45.605.28 
39,083.71 
62,436.73 
36,466.77 
26,843.36 
29,642.76 
22,509.09 
7,850.48 
15,117.40 

$     97,434-85 
181,468.51 
176,580.38 
218,331.66 
256,258.18 
249,483  -  59 
202,247.65 
249,209.10 
268,522.84 
280,861.57 
233,961.85 
213,011.15 
172,091 .28 
210,610.75 
198,295.18 
207,159.34 
150,998.40 
95,448.33 
71,122.52 
45,382.60 
25,000.00 
S, 000. 00 

$    258,828.04 
415,676.53 
333,064.30 
358,759-81 
367,705-97 
373,644-27 
372,408.02 
367,826.96 
385,131.62 
402,907.39 
389,409.13 
337,790.03 
303,823.76 
292,475-71 
267,696.88 
244,215.21 
199,131-59 
146,333-93 
99,497-47 
68,432.98 
31,596.41 
3,475-48 

37-6 
43-7 
S3-0 
60.9 
69-7 
66.8 
54-3 
67.8 
69-7 
69.7 
60.1 
63-t 
56-6 
72.0 
74-1 
84-8 

65.2 
71-5 
66.3 
79.1 

143.9 

$552,081,569 

$4,435,333-00 

$626,853.27 

$3,808,479.73 

$6,019,827.49 

63-3 

SUMMARY  OF  MORTALITY  EXPERIENCE  CLASSIFIED  BY  KIND  OF  POLICY 
Issue  1894-1915  Inclusi\'e — Exposure  1908-1915  Inclusive 


Kind 

Mean 
Amount 
in  Force 

Death 
Claims 

Reserves 
Released 

Net  Actual 
Loss 

Expected 
Mortality 

Percentage 
of  Actual 

to 
Expected 

Life-C.P 

Life-L.P 

Endowment  . 

Term 

Jt.  life 

Paid-up 

Ext.  ins 

DI 

$168,729,740 

273,198,551 

19.975,190 

90,178,088 

128,500 

4,705,399 

11,225,764 

130,919.557 

$1,588,917.89 

1.557,593-81 

142,572.00 

1,146,249.30 

$257,331.43 
298,377.05 
35,184.92 
35,959.87 

$1,331,586.46 

1,259,216.76 

107,387.08 

1,110,289.43 

$2,037,638.72 

2,387,882.24 

164,867.50 

1,429,439.03 

2,753-79 

39,791.04 

127,441.13 

135,808.13 

8,458.73 

65.3 
52.7 
65.1 
77-7 

71,298.77 

91,831.69 

119,087.14 

4,170.94 

39,176.77 
3.058.24 

32,122.00 

88,773.45 

119,087.14 

4,170.94 

80.7 
69-7 
87.7 

TD. 

49-3 

$699,060,789 

$4,721,721.54 
10,000.00 

$669,088.28 

$4,052,633.26 
10,000.00 

$6,334,080.31 
32,938.19 

deducted 

$4,711,721.54 

$4,042,633.26 

$6,301,142.12 

64-2 
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SOME  FORMULAS  CONNECTED  WITH  THE  CALCULA- 
TION  OF   ANNUAL   DIVIDENDS   ON   THE 
CONTRIBUTION  PLAN 

By  JAMES  W.  GLOVER 

This  paper  is  offered  to  the  Institute  chiefly  for  the  benefit  of 
the  younger  members.  It  may  fairly  be  presumed  that  the  con- 
tribution plan  is  well  known  to  the  older  actuaries,  even  though 
the  literature  concerning  it  has  not  been  very  extensive.  I  desire 
not  only  to  develop  the  usual  dividend  formulas  on  this  plan,  but 
more  particularly  to  derive  and  explain  in  some  detail  the  use  of 
the  excellent  formula  for  the  simplification  of  the  actual  calcula- 
tions devised  by  Mr.  Emory  McClintock.  This  formula  was  pub- 
lished' many  years  ago  in  condensed  form  and  probably  has  escaped 
the  notice  of  many  actuaries  of  the  present  day.  It  deserves  pub- 
lication in  the  current  actuarial  journals.  I  have  expanded  and 
illustrated  the  methods  there  indicated  and  made  some  slight 
additions,  but  not  in  sufficient  degree  to  lay  claim  to  any  originality. 

Let  the  following  symbols  be  employed: 

„/^  =  initial  reserve,  nth.  year, 
n  Fa;  =  terminal  reserve,  «th  year. 
„i?2:=  I— »I'«  =  amount  at  risk  during  ;/th  year. 
nKx^coiX.  of  insurance,  »th  year. 
„Cj;  =  contribution  to  dividend  during  nth.  year. 
w  =  loading,  e  =  expense. 
w'  =  w  —  e  =  saving  on  loading. 
/  =  tabular  interest  rate. 
/'  =  dividend  scale  interest  rate. 
r=i-\-i,  r'  =  1  +  /'. 
9:t  =  tabular  rate  of  mortality. 
9'^;  =  dividend  scale  rate  of  mortality. 

'  E.  McClintock,  "Eormulae  for  Dividend  Calculations,"  Insurance 
Times,  September,  1871,  p.  657. 
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Then  the  theoretical  progress  of  the  policy  during  the  «th  year 
is  exhibited  by  the  formula : 

r„lx  —  qx+n-i   •  nRx  =  nVx  (l) 

Similarly  the  progress  of  the  policy  in  accordance  with  the 
dividend  scale  assumptions  is  shown  by  the  formula: 

r'(Jx+^l')—q'x+n-i   '  nRx  =  nVx+nCx  (2) 

Eliminating  the  terminal  reserve  from  (i)  and  (2)  and  sohing 
for  the  contribution  to  dividends,  we  have: 

nCx=  ir'-r)Jx-\-iqx+n-i-q'x+n-i)nRx-\-r'ni'  (3) 

Let  r'  —  )■=  (i+i')  —  (i-\-i)  =  i' —i  =  a 

also  q'x  =  (^qx=(j—b)qx 

Denoting  the  gross  premium  by 

^'x=(l+k)7r,i-yP,  (4) 

and  the  expense  e  as  a  percentage  a  of  the  gross  premium,  it  readily 
follows  that 

g  =  air'x  =  a[{i-\-k)->rx+yPx] 

m  =  kTrx+yPx 
m'  =  [^(l  — a)  — a]7r^.+  y(i  — a)P^ 

Now  let 

(i  =  r'[k{i-o.)-a] 

and 

8  =  r'y(i— a) 

Then 

ni'r'  =  Pn,+^P„ 

and  formula  (i)  becomes 

nCx  =  aJx-\-bqx+n-i   •  nRx^/^-^x-\-^Px  (s) 

Since  the  cost  of  insurance  during  the  «th  year, 

formula  (5)  may  be  written: 

nCx  =  a„rx-\-bnKx+f^^x-{-^Px  (6) 
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Formula  (6)  holds  for  any  policy;  in  the  case  of  an  ordinary  whole 
life  policy  ttv  coincides  with  Px  and  it  reduces  to 

nCx^aJx-^-hnKx+cPx  (j) 

where 

c  =  (3-\-8  =  r\k-\-y)(i-a)-r'a 

Formulas  (6)  and  (7)  show  very  clearly  the  three  sources  of 
dividends  to  be  savings  from  excess  interest,  from  mortality,  and 
from  loading.  It  would  be  easy  to  develop  these  formulas  for  a 
more  general  t^-pe  of  loading  formula  than  (4). 

For  a  paid-up  life  policy,  the  initial  reserve  is  Ax+n-i,  the 
terminal  reserve,  Ax+n,  the  amount  at  risk,  i—Ax+n,  and  formula 
(6)  reduces  to 

nCx  =  aAx+n-i  +  bqx+n-i{T^—Ax+n)  (8) 

In  order  to  illustrate  the  application  of  the  dividend  formulas 
let  i'=  .045,  i=  .035;  then  a  =.  01.  Assuming  the  dividend  scale 
rate  of  mortality  to  be  80  per  cent  of  the  tabular  rate,  w  =  .  80  and 
b=  .20.  For  the  dividend  scale  rate  of  expense  assume  a=  10  per 
cent;  then  if  the  loading  formula  be  so  chosen  that  k  =  y  —  ^,  it 
follows  that: 

^=i.o45[|(i-.io)-.io]=  .05225 

and 

8=i.o45[|(i-.io)]=.i5675 

Formula  (6)  then  becomes 

„Cx=  .OlJx+-20„Kx+  .OS22STrx+    IS^JSPx  (q) 

and  (7)  becomes 

„Cx  =  ■  OInlx-i-  ■  20nKx^  .  209P;,  (lo) 

To  determine  the  dividend  contribution  for  the  loth  policy 
year  on  a  Twenty  Payment  Life  policy  for  $i,ooo  issued  at  age  40 
on  the  American  Experience,  3^  per  cent,  net  level  premium  reserve 
basis,  we  have  by  formula  (9) 

ioC4o=  .  0110^40+  •  20ioA'4o+  ■  0522520^^40+  ■  15675^40 
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Referring  to  Willey's  Principles  and  Practice,  we  find  for  a  policy 

of  $i,ooo 

9^^40=230.88  io^'4o=  9-68 

20^^40=  30 -75  ^40=23.50 


io/'4o=26l.63 

hence 

ioC,o=. 01(261. 63)+.  20(9. 68)+. 05225(30. 75)+.  15675(23. 50) 
=  2.62     +         1.93  +  1.61  +  3.68 

9.84 

This  calculation  has  the  advantage  that  it  shows  separately 
the  contribution,  or  savings,  from  interest,  mortahty,  and  loading; 
it  is  open  to  the  objection  that  the  computation  is  tedious  and 
involves  the  initial  reserve  and  cost  of  insurance,  both  of  which 
functions  are  ordinarily  not  found  in  tabulated  form.  A  formula 
which  involves  only  one  tabular  function,  and  that  easily  accessible 
in  published  form,  would  be  more  practicable.  We  pass  now  to 
the  development  of  such  a  formula. 

Multiplying  formula  (i)  by  r' ,  formula  (2)  by  r,and  subtracting, 
the  initial  reserve  is  eliminated,  and  we  have 

rr'm'—{rq'x+n-i  —  >''qx+n-i)  •  nRx=ir  —  r')„Vx-\-rnCx 

Dividing  by  r  and  solving  for  „Cx 

,    ,     (r'  ,  \  r' —  r 

=     ^- \-\-qx^n-i-q' x^n-A   Ll^r+f-9.t+«-i-9'.t+n-ij  +  '''w' 

where 

Let 

/                                 r' 
gx  =  -qx-q'x    and    hx  = i-gx  (n) 

then 

nCx  =  fh+tt-j   •  nVx-{-gx+n-i  +  r'tn',  (12) 

a  formula  first  proposed  by  McClintock. 
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It  will  be  observed  that  gx  and  hx  are  functions  of  .v  alone, 
that  is,  independent  of  ;/,  the  duration  of  the  policy.  They 
mav  be  written  as  follows: 


g. 


■=\+^yu,    ^!x='^^-gx         (13) 


Having  once  decided  upon  the  dividend  scale,  a,  b,  r,  and  Qx 
are  known,  and  a  table  of  the  two  functions  gx  and  hx  may  easily  be 
computed.  With  such  a  table  at  hand  the  dividends  are  readily 
calculated  for  any  policy  by  means  of  the  formula 

nCx  =  hx+n-i   •  nVx+gx+n-i  +  l^^x-'r^Px  (m) 

For  the  ordinary  whole  life  policy  (14)  reduces  to 

nCx  =  hx+n-i   •  nVx^gx+n-1  +  cPx  (15) 

The  advantage  of  formula  (14)  is  evident  in  that  only  one  tabular 
function  of  n,  the  terminal  reserve,  is  needed,  and  this,  of  course, 
is  usually  available. 

Employing  the  same  dividend  scale  as  before,  we  find  from 
formula  (13)  that 

gx=  ■2og66iS4qx,         //.^=  .00966184— gx-  (16) 

It  appears  from  formulas  (13)  and  (16)  that  gx  is  a  constant  multiple 
of  qx  and  that  hx  may  be  found  by  subtracting  gx  from  a  constant. 
An  auxiliary  table  (Table  I)  of  these  functions,  based  on  formula 
(16)  and  the  American  Experience  table  of  mortality,  accom- 
panies this  paper.  It  will  be  observed  that  gx,  like  the  rate  of 
mortality,  qx,  is  an  increasing  function;  hx,  however,  becomes 
negative  at  age  67  and  remains  so  to  the  end  of  the  table. 

Returning  to  the  example  worked  in  the  first  part  of  this 
paper  and  applying  formula  (14),  we  have 

ioC4o  =  /z49  •  10^40+^49+ 1  61+3.68 

Consulting  the  table  of  auxiliary  functions  hx  and  gx,  and  Willey's 
Principles  and  Practice,  it  is  found  that 

//4g=  .006914,  g49=.  002748,  ioF4o=26l.IO 
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hence 

10^0=1-80+2.75  +  5.29  =  9.84 

The  following  table,  employing  formula  (14),  illustrates  the 
computation  of  the  annual  dividends  on  a  Ten  Year  Endowment 
policy  for  $1,000,  issued  at  age  35,  net  level  premium,  American 
Experience,  3I  per  cent,  same  dividend  scale  as  before.  The 
values  P35:^  =  87.02  and  ^35  =  19.91  (multiplied  by  1,000) 
are  taken  from  Willey's  Principles  and  Practice. 

ANNUAL  DIVIDENDS  ON  TEN  YEAR  ENDOWMENT  POLICY 

American  Experience,  3^  per  cent  Age  35 


i,ooo„F, 


V         r 

n    35:io| 

0 

637 

I 
I 
2 

297 
980 
685 

3 

414 

4 

i6s 

4 

5 
6 

940 

736 
556 

7 

391 

^»+34 


^■°°°[3P35:I^ 

+^^35] 
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81.85 

167. 21 
256. 26 

349- 17 
446.15 

547-39 
653  14 
763 • 64 
879.17 
1000.00 


1.876 
1 .906 
1.936 

1-973 
2.010 

2-053 
2.098 
2.149 
2.205 
2.  270 


10.18 
10.87 
11-58 
12.33 
13.09 

13.89 
14.71 
15-55 
16.43 
17-33 


With  the  aid  of  formula  (14),  after  the  dividend  scale  has  been 
selected  and  the  corresponding  auxiliary  table  prepared,  the 
annual  dividends  for  all  plans,  ages,  and  durations  can  be  calcu- 
lated with  great  facility.  It  is  also  evident  that  the  work  can  be 
laid  out  so  that  the  computation  can  be  performed  by  machine 
clerks.  Doubtless  various  methods  of  shortening  up  the  process 
above  outlined  will  occur  to  each  actuary  and  be  employed  in  his 
office. 

Modifications  of  the  formula  may  be  found  desirable  in  prac- 
tice. For  example,  the  dividend  -scale  may  vary  with  the  kind 
of  policy.  With  some  companies  the  dividend  scale  on  paid-up 
policies  differs  from  that  employed  during  the  premium-pa}ing 
period.  Sometimes  the  dividend  scale  is  graded  with  the  age. 
Changes  of  this  character  would,  of  course,  require  additional 
labor  in  the  preparation  of  auxiliary  dividend  tables. 
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TABLE  I 
Auxiliary  Dividend  Table 
American  Experience,  sh  per  cent  c=  .01,  6=  .  20,  r=  i  .035 
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67.... 
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70.... 
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91.... 
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5-493 
5.189 
4.853 
4-479 

4.065 
3.607 
3.101 
2.545 
1.931 

1.248 
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-  0.328 
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-  2.239 

-  3.336 

-  4525 

-  5  797 

-  7.148 

-  8.585 

-  10.124 

-  11.789 

-  13  624 

-  15.671 

-  17.958 

-  20.627 

-  23.592 

-  26.882 

-  30.501 

-  34652 

-  39  724 

-  46.041 

-  53.870 

-  63.026 

-  73.336 

-  85.639 
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40 
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63 
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179 


894 
169 

473 
809 
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597 
055 
561 
117 
731 

414 
164 
990 
903 
901 

998 

187 

459 
810 
246 


451 
286 

333 
620 


253 
543 
163 

314 

386 
703 
532 
688 
997 

301 
638 
980 

929 
710 


209.662 
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THE  MATHEMATICAL  THEORY  OF  PROBABILITIES. 
By  Arne  Fisher,  F.S.S.  Translated  and  edited  from  the 
author's  original  Danish  notes  with  the  assistance  of  William 
BoNYNGE,  B.A.,  with  an  introductory  note  by  F.  W.  Frank- 
land,  F.I.A.,  F.A.S.,  F.S.S.,  Vol.  I,  pp.  ix+171.  The 
Macmillan  Company,  New  York. 

Rf.view  by  H.  L.  RIETZ 

This  book  should  be  found  particularly  useful  to  English  and 
American  actuaries  both  because  of  the  lack  in  our  language  of 
good  books  on  the  theory  of  probabilities  and  because  of  the 
selection  of  subject-matter.  The  researches  of  mathematical  stat- 
isticians in  recent  years  have  created  a  new  interest  in  probability 
theory,  and  the  influence  of  these  researches  has  given  considerable 
color  to  the  present  book. 

The  author  defends  the  Laplace  conception  of  a  priori  proba- 
bilities instead  of  adopting  the  ideas  of  Mill,  Venn,  and  Chrystal 
to  the  effect  that  a  probability  is  merely  the  relative  frequency  of 
the  happening  of  an  event.  While  the  book  as  a  whole  is  well 
worth  careful  study  by  anyone  interested  in  the  theory  and  appli- 
cation of  probabilities,  special  attention  will  be  given  in  this 
review  to  those  parts  of  the  work  which  relate  to  actuarial  theory. 

The  presentation  of  the  basis  of  a  mathematical  theory  of 
risk  is  made  in  a  very  attractive  way,  but  no  applications  are  made 
to  the  general  problem  of  risk.  The  book  devotes  a  section  to 
Bing's  paradox,  in  which  Bayes's  rule  on  the  probability  of  causes 
is  applied  to  a  problem  of  mortality  statistics.  The  principle  of 
"insufficient  reason"  is  used  to  derive  a  formula  that  leads  to  the 
following  paradox:  If,  among  a  large  group  of  persons  of  equal 
age,  we  find  no  deaths  during  a  full  calendar  year,  then  another 
person  of  the  same  age  outside  the  group  is  sure  to  die  inside  that 
calendar  year.  The  author  maintains  that  this  strange  and  para- 
doxical result  arises  out  of  the  improper  use  of  the  principle  of 
"insufficient  reason." 

The  definition  of  a  few  expressions  from  the  mathematics  of 
statistics  may  facilitate  the  reading  of  what  follows.  By  a  Bernoulli 
distribution  is  meant  a  distribution  of  statistical  results  that  occurs 
when  the  probability  p  of  an  event  remains  constant  throughout 
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the  trials.  Thus,  the  distributions  of  heads  and  tails  in  tossing  7 
coins  128  times  may  serve  as  an  example.  The  Lexian  ratio  is  the 
ratio  of  the  standard  deviation  cr  of  a  frequency  distribution 
obtained  in  a  direct  manner  from  data  to  the  standard  deviation 
CTB  found  by  an  indirect  (com])inatorial)  process  under  the  assump- 
tion that  the  series  follows  a  Bernoulli  distribution. 

The  book  gives  an  application  of  the  Lexian  dispersion  theory  to 
test  the  intluence  of  medical  selection  in  life  insurance.  The  main 
point  in  this  connection  has  to  do  with  the  question  whether  the 
result  of  medical  selection  is  a  phenomenon  independent  of  the 
age  of  the  assured.  To  outline  the  plan  of  procedure,  let  "'^j,-  be  the 
observed  rate  of  mortality  of  a  life  age  .v  after  the  insurance  has 
been  in  force  /  years  (^^5).  Similarly,  let  n^  denote  the  rate 
of  mortality  of  a  life  aged  .v  after  insurance  has  been  in  force  more 
than  5  vears.     From  statistical  data  we  should  form  the  ratio 

^'^?* 

~(f)  for  all  ages  x.     These  ratios   form    a    statistical   series   for 

qx 

which  we  find  the  Lexian  ratio,  and  use  this  to  determine  whether 

the  fluctuations  are  dependent  on  the  age  of  the  assured.    That  is, 

for    /  =  I    the    quotient    — 7;^   is    formed    for    all    values    of    .v. 

qx 
Similarly,  for  /=2,  3,  4,  and  5  separate  series  are  formed.    The 
book  reports   the  application   which   the   Russian  actuary  Jas- 
tremsky  makes  of  this  method  to  Austro-Hungarian  mortality 
data.    So  far  as  these  applications  are  concerned,  it  appears  that 

the  ratio     (5)   is  independent    of    the    age    of    the    assured.     It 

qx 
seems  that  a  method  is  offered  here  which  we  may  well  see  applied 
to  other  experiences. 

MORTALITY  LAWS  AND  STATISTICS.  By  Robert 
Henderson.  New  York:  John  Wiley  &  Sons,  Inc.,  1915. 
Pp.  vi  +  iii. 

Review  by  JAMES  \V.  GLOVER 

This  book  contains  eight  chapters  of  useful  information  on 
mortality  tables  and  the  method  of  constructing  them,  mortality 
laws  and  their  functional  representation,  and  statistical  appli- 
cations of  mortalitv  tables. 
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The  first  chapter  gives  an  account  of  the  Breslau  Table  which 
was  prepared  by  the  astronomer  Halley  toward  the  end  of  the 
seventeenth  century,  the  Northampton  Table  prepared  by  Dr. 
Price  and  published  in  1783,  employed  so  generally  in  legal  settle- 
ments, and  the  famous  Carlisle  Table  prepared  by  Dr.  Milne  in 
1815.  The  English  Life  Tables,  the  Actuaries'  or  Combined 
Experience  Table,  the  Healthy  Male  (H*')  Table,  the  British  Offices' 
Life  Tables,  1893,  the  American  Experience  Table,  the  National 
Fraternal  Congress  Table,  and  the  Medico-Actuarial  Table  are 
also  described.  In  addition  to  these  tables  the  author  tells  about 
McClintock's  Annuitants'  Table  and  the  British  Offices'  Life 
Annuity  Tables,  1893. 

Chap,  ii  presents  a  concise  treatment  of  the  probabilities 
involving  one  life  and  needs  no  special  comment. 

Perhaps  the  most  interesting  section  of  the  book  is  chap,  iii 
which  contains  a  very  clearly  written  account  of  the  more  important 
formulas  which  have  been  advanced  as  representing  the  law  of 
mortality.  Beginning  with  the  formula  of  DeMoivre  the  author 
passes  on  to  a  description  of  the  formulas  of  Gompertz,  Makeham, 
Wittstein,  and  concludes  with  the  analysis  of  Karl  Pearson  wherein 
/j/Xj:  is  represented  as  the  resultant  or  combination  of  five  fre- 
quency curves,  typical  respectively  of  old  age,  middle  life,  youth, 
childhood,  and  infancy. 

Chap,  iv  deals  with  probabilities  involving  more  than  one  life, 
and  chap,  v  is  devoted  to  some  elementary  statistical  applications 
of  the  mortality  table. 

The  last  three  chapters  contain  a  considerable  amount  of  valu- 
able matter  for  the  student  who  desires  information  on  the  con- 
struction and  graduation  of  mortality  tables.  Chap,  vi  deals 
particularly  with  the  theory  of  the  construction  of  mortality  tables, 
and  sets  forth  numerous  formulas  to  facilitate  the  work.  The  grad- 
uation of  mortality  tables  is  explained  in  the  next  chapter  and  the 
formulas  of  Finlaison,  Woolhouse,  Spencer,  Higham,  Hardy,  and 
Karup,  are  developed  and  compared.  On  p.  85  the  author  compares 
the  different  formulas  by  showing  with  respect  to  one  another 
the  number  of  terms,  weight,  smoothing  coefficient,  and  error. 
Mr.  Henderson  has  himself  devised  a  summation  formula  in\olving 
twenty-seven  terms  in  which  the  weight,  smoothing  coefficient,  and 
error  as  shown  in  this  table  compare  very  favorably  with  the  sum- 
mation formulas  proposed  by  the  other  actuaries. 
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Numerous  helpful  suggestions  appear  in  this  chapter  and,  for 
that  matter,  throughout  the  book,  which  will  assist  the  careful 
reader  in  particular  problems.  An  example  of  such  a  suggestion  is 
found  on  p.  86  where  a  method  is  indicated  of  overcoming  the  diffi- 
culties in  graduating  the  beginning  and  end  of  the  mortality  table. 

The  book  concludes  with  chap,  viii  in  which  the  theory- 
developed  in  the  preceding  chapters  is  illustrated  by  a  description 
of  the  method  of  preparing  the  Northeastern  States  Mortality 
Table.  This  is  a  mixed  table,  including  males  and  females,  and 
is  based  upon  the  death  returns  to  the  Division  of  Vital  Statistics 
for  the  calendar  years  1908  to  191 2  inclusive  and  the  census 
returns  as  of  June  i,  1900,  and  April  15,  19 10,  for  the  New  England 
states  and  the  three  Middle  Atlantic  states,  New  York,  New 
Jersey,  and  Pennsylvania.  A  reconstruction  of  this  table  by  the 
student  in  accordance  with  the  formulas  outlined  in  the  preceding 
chapter  would  afford  a  most  profitable  exercise. 

The  Appendix  contains  the  fundamental  columns,  namely, 
/j.  and  djc,  of  the  Northampton,  Carlisle,  Actuaries',  American 
Experience,  Healthy  Male,  British  Offices'  0-^^*^''\  and  National 
Fraternal  Congress  tables. 

For  the  Northeastern  States  Mortality  Table,  in  addition  to 
these  columns,  there  is  given  the  rate  of  mortality  per  thousand 
and  the  expectation  of  life.  This  table  begins  with  radix  of  100,000 
at  birth  and  the  limiting  age  is  105.  Comparative  rates  of  mor- 
tality per  thousand  are  given  for  the  twelve  tables  mentioned  at 
the  beginning  of  this  review,  and  finally  death-rates  per  thousand 
for  various  age  intervals  are  given  for  a  series  of  mixed  population 
tables,  male  population  tables,  female  population  tables,  and 
tables  based  on  insurance  experience. 

The  book  is  written  in  an  interesting  style,  is  conspicuous  for 
its  clearness,  and  will  form  a  handy  companion  to  the  Text  Book 
of  the  Institute  of  Actuaries.  The  type  work  on  the  difficult  symbols 
and  notation  is  all  that  could  be  desired.  I  have  found  the  book 
very  useful  in  my  classes  and  can  most  heartily  recommend  it  to  all 
students  who  are  interested  in  this  subject.  It  meets  a  definite 
need  in  actuarial  literature  and  the  educational  field  and  the 
author  is  to  be  congratulated  upon  its  production. 
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INFORMAL  DISCUSSION 

IMPERFECTIONS  APPEARING  IN  POLICY  DISABILITY 
PROVISIONS 

Mr.  Mead:  In  reviewing  recently  the  disability  provisions 
of  some  of  the  companies,  I  discovered  imperfections  in  a  surpris- 
ing number  of  them,  some  of  them  very  serious. 

I  shall  confine  the  discussion  to  provisions  containing  the 
instalment  feature,  for  the  reason  that  with  that  feature  is  usually 
included  waiver  of  premiums  as  a  separate  option,  and  besides  the 
imperfections  for  the  most  part  relate  to  the  instalment  feature. 
The  essentials  to  be  covered  in  a  disability  provision,  granting  both 
waiver  alone  or  instalments  with  waiver,  are  five  or  six  in  number, 
some  of  them  strictly  actuarial  and  two  or  three  of  them  legal  in 
nature. 

The  first  essential  is  an  age  limit,  for  the  reason  that  many  of 
the  companies  do  not  embody  in  their  premium  rates  a  special 
disability  premium.  Prior  to  1909  or  1910  there  were  very  few 
companies  that  had  any  limitation  as  to  age,  but  since  then  almost 
all  the  companies  have  adopted  an  age  limit.  A  few  companies 
still,  however,  have  no  age  limit,  although  it  has  been  demonstrated 
that  the  extra  premium  runs  from  $10  to  $20  on  the  ordinary  life 
plan  at  the  higher  ages.  I  know  of  some  companies  that  had  to 
charge  up  thousands  of  dollars  of  reserves  on  old  policies  on  this 
account.  There  are  some  companies  extending  the  age  limit  to 
sixty-five,  although  most  of  the  companies  have  adopted  the  limiting 
age  of  sixty.  Sixty-five  increases  the  extra  premium  almost  50  per 
cent  on  the  average ;  still  more  than  that  even  at  the  higher  ages,  if  I 
remember  correctly;  it  seems  to  me  that  there  is  not  enough  gain  in 
addition  as  a  talking  point  to  make  it  worth  while  to  charge  extra 
premiums  sufficient  to  provide  for  the  benefit  after  age  sixty. 

The  next  feature  that  should  be  covered  is  a  provision  as  to 
recovery.  There  are  quite  a  few  companies  that  have  no  provision 
for  recovery.  There  are  at  least  two  objection?  to  this  omission. 
In  the  first  place,  according  to  the  experience  of  the  Maccabees, 
about  10  per  cent  of  those  who  have  been  approved  for  total  and 


igib]      Imperfections  in  Policy  Disability  Provisions  49 

permanent  disability  benefits  have  subsequently  recovered.  We 
must  remember  that  practically  all  members  of  a  lodge  are  super- 
visors of  a  claim,  and  it  would  be  very  hard  in  a  conservative  society, 
properly  supervised  and  conducted  along  safe  lines,  as  is  the  Macca- 
bees, for  a  fraudulent  claim  to  be  put  through.  Since  we  have  not 
the  same  facilities  for  protection  in  case  of  claims,  we  have  even 
more  need  of  a  provision  for  recoverv\ 

Another  advantage  in  such  a  provision  is  that  we  may  be  more 
liberal  in  the  allowance  of  claims  since  we  shall  then  always  have  the 
right  subsequently  to  reconsider  a  claim.  A  doubtful  or  borderline 
claim  may  be  approved  temporarily  and  the  insured  be  given  the 
benefit  of  the  doubt,  as  we  should  do  in  such  cases.  We  shall  then 
have  the  right  to  restore  the  insured  to  the  premium-paying  class 
and,  if  instalments  have  been  granted,  to  discontinue  instalments 
at  the  end  of  a  year  or  two  without  much  loss  in  case  it  has  devel- 
oped in  the  meantime  that  the  disability  is  not  total  and  permanent 
in  character. 

Some  companies,  although  they  have  a  provision  as  to  recover^', 
strange  as  it  may  appear,  make  no  reference  as  to  resumption  of 
premium  payments  in  case  of  recoverv\  It  should  be  definitely 
indicated  whether  the  entire  premium  is  to  be  resumed  in  case 
of  recovers-  or  whether  the  premiums  are  to  be  resumed  for  the 
amount  of  insurance  after  deducting  instalments  already  paid. 

I  notice  particularly  that  one  company  has  a  rather  peculiar 
provision  with  reference  to  recovery.  This  company  grants 
waivers  of  premium  for  twelve  months  from  the  time  the  next 
premium  falls  due  after  notification  and  admission  of  proof,  and 
then,  if  at  the  end  of  twelve  months  the  disabiHty  is  determined 
to  be  total  and  permanent,  it  waives  the  premiums  and  in  addition 
grants  the  option  of  receiving  instalments.  The  provision  then 
continues  as  follows: 

If,  at  the  expiration  of  the  aforesaid  twelve  months,  the  insured  shall  have 
chosen  the  continuance  of  the  insurance  under  the  waiver  of  premium  feature, 
and  shall  thereafter  recover  from  total  disability  above  described,  then  the 
payment  of  premiums  shall  be  resumed  with  the  insured,  beginning  with  the 
first  premium  falling  due  subsequent  to  such  recovery- ;  and  if  such  payment 
be  not  resumed  the  policy  shall  be  deemed  to  have  lapsed  with  the  said  non- 
payment of  said  first  premium. 

On  the  other  hand,  it  is  provided,  in  case  of  recovery  after 
the  instalment  option  has  been  selected,  that  "any  instalments  of 
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the  insurance  under  that  option  unpaid  at  the  time  of  the  recovery 
shall  remain  with  the  company  and  will  be  paid  in  a  lump  sum  to  the 
beneficiary  at  the  death  ol  the  insured,"  no  reference  being  made 
as  to  the  resumption  of  the  premium  payment.  It  certainly  would 
be  construed  against  the  company  that,  while  it  would  be  able  to 
stop  the  payment  of  instalments,  there  would  be  no  further  pre- 
miums payable  under  the  policy. 

Another  feature  is  that  disability  benefits  should  state  clearly 
that  the  instalments  are  in  lieu  of  all  other  benefits  under  the 
policy.  There  are  quite  a  few  of  the  contracts  being  issued  where 
such  is  plainly  the  intention  and  which  do  not  state  that  intention 
clearly.  I  don't  believe  there  is  anybody  here  who  has  had  a 
legal  education  but  what  will  admit  that,  if  it  doesn't  clearly  state 
that  the  instalments  are  in  lieu  of  all  other  benefits,  the  payment 
of  such  instalments  will  be  considered  a  supplementary  benefit, 
a  benefit  in  addition  to  the  death  claim  when  it  accrues,  for  the 
face  of  the  policy. 

That  certainly  is  a  dangerous  defect.  I  have  referred  two  or 
three  of  these  faulty  contracts  to  our  attorney,  and  he  holds  that 
they  are  additional  benefits,  although  evidently  not  intended  as 
such.  Two  or  three  companies  have  recently  adopted  benefits  that 
are  supplementary,  payable  in  addition  to  the  face  of  the  policy, 
but  these  require  ver>'  considerable  extra  premiums;  this  may  be 
done,  but,  of  course,  if  the  company  hasn't  provided  for  the  proper 
premiums  for  an  additional  benefit  any  construction  as  an  addi- 
tional benefit  will  work  a  great  hardship  on  the  company,  especially 
if  it  is  a  small  one. 

Another  defect  is  lack  of  provision  for  reduction  of  instalments 
in  case  of  indebtedness.  This  may  be  taken  care  of  by  direct 
reference  in  the  provision  itself,  which  is  preferable,  or  by  general 
reference  in  the  policy  contract  proper,  where  it  is  often  stated  that 
any  indebtedness  on  or  account  of  the  policy  is  deducted  from 
any  benefit  under  the  policy.  Some  policy  contracts  I  have  seen 
have  no  provision  as  to  indebtedness  in  either  case,  except  the 
provision  that  loans  or  other  indebtedness  are  chargeable  against 
surrender  values.  Now  it  seems  to  me  that  where  there  is  no  pro- 
vision for  the  deduction  of  the  indebtedness  when  the  instalment 
option  is  provided,  it  would  be  legally  held  that  in  case  of  disability 
the  cancellation  of  indebtedness  is  an  additional  benefit. 
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When  the  insured  becomes  totally  and  permanently  disabled, 
we  know  how  the  contract  will  be  interpreted  in  the  courts 
— very  liberally  in  favor  of  the  insured,  and  if  the  contract 
does  not  definitely  provide  that  the  indebtedness  will  be 
deducted  from  the  instalments  as  they  become  payable,  those 
instalments  will  legally  be  payable  in  full  without  deduction  for 
indebtedness. 

I  should  have  mentioned,  in  connection  with  the  subject  recov- 
ery of  a  contract  that  was  prepared  at  one  time  which  provided  that 
in  case  of  recovers-,  after  the  payment  of  instalment  options,  the 
entire  policy  would  be  reinstated  without  deduction  for  the  instal- 
ments paid.  It  seemed  to  me  that  that  would  be  a  very  dangerous 
pro\-ision,for  the  reason  that  the  insured  would  be  inclined  to  recover 
after  having  received  a  large  portion  of  the  face  of  the  policy  when 
he  realized  that  upon  such  recovery  he  would  be  insured  for  the 
full  face  of  the  policy  by  resumption  of  premium  payments,  which 
would  be  greatly  to  his  advantage  as  an  impaired  risk.  It  might 
be  very  easy  for  him  to  be  able  to  prove  that  he  was  able  to  do  some 
sort  of  work.  The  company  at  any  rate  would  be  placed  in  the 
ver\'  anomalous  position  of  having  to  prove  the  insured  permanently 
disabled. 

Another  important  feature  that  should  be  clearly  indicated 
is.  What  will  occur  after  the  death  of  the  insured  before  the  full 
number  of  the  instalments  has  been  paid  ?  Will  the  remainder  be 
paid  in  one  lump  sum  or  will  the  instalments  be  continued  ?  Many 
of  the  contracts  are  silent  on  this  point  and  no  doubt  discussion  will 
arise  as  a  result  of  that. 

In  connection  with  recovery,  it  should  be  stated  clearly  that 
the  indebtedness  that  was  attached  to  the  policy  at  the  time  the 
policy  became  a  claim,  and  also  the  instalments  already  paid 
should  be  considered  as  an  indebtedness  against  the  policy. 
Many  contracts  have  no  provision  for  charging  against  the  policy 
the  instalments  already  paid  in  case  of  recovers*.  This  is  equivalent 
to  issuing  a  policy  without  providing  that  the  disability  benefits  are 
in  lieu  of  all  other  benefits. 

I  should  like  particularly  to  hear  from  some  of  those  who  have 
had  a  legal  education  as  to  the  possible  interpretation  of  some  of 
the  contracts  not  definitely  stating  that  disability  benefits  are 
granted  in  lieu  of  all  other  benefits  and  not  definitely  providing 
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for  deduction  of  indebtedness.  What  would  you  say  on  those 
points,  Mr.  Raub? 

Mr.  Raub:  It  is  rather  hard  to  answer  offhand  the  question 
propounded  by  Mr.  Mead  because  each  contract  must  be  con- 
strued in  accordance  with  the  particular  phraseology  employed. 
A  decision  I  read  some  time  ago  shows  how  strict  the  courts  are 
in  construing  the  policy  contract  as  against  the  company. 

The  policy  contract  provided  that  at  the  time  of  death  there 
should  be  deducted  from  the  proceeds  the  unpaid  instalments  of 
premium  for  the  current  year  and  other  indebtedness.  The  court 
held  that  the  provision  referred  to  premium  indebtedness  and  did 
not  include  a  policy  loan. 

I  should  be  inclined  to  believe  that  unless  the  policy  was  very 
clear,  the  disability  feature  might  be  construed  as  a  supplementary 
benefit.  It  certainly  would  be  good  practice  to  take  up  the  original 
policy  when  the  total  disability  occurs  and  issue  in  lieu  thereof  some 
other  form  of  contract,  as  it  might  be  held  as  violating  statutes  with 
reference  to  paying  the  face  of  the  policy,  particularly  if  it  was 
an  instalment  benefit. 

Mr.  Mead  :  The  safe  procedure  would  be  to  take  up  the  policy 
at  that  time,  although  there  might  be  some  clever  attorney  who 
would  induce  the  insured  not  to  give  up  his  policy. 

Mr.  Buttolph:  I  think  that  the  suggestions  made  by  Mr. 
Mead  in  opening  this  discussion  are  valuable  and  may  save,  if 
heeded,  a  great  deal  of  embarrassment  on  the  part  of  many  com- 
panies. 

There  are  one  or  two  suggestions  that  he  made  that  do  not 
seem  to  me  to  fit  the  title  of  the  discussion.  I  do  not  think,  for 
instance,  that  the  continuing  of  the  disability  benefit  up  to  the 
age  of  sixty-five  can  be  termed  an  imperfection  in  the  policy.  It 
seems  to  me  that  one  thing  that  he  overlooked  in  referring  to  this 
matter  is  the  fact  that  the  form  of  policy  has  a  great  deal  to  do  with 
the  question  of  whether  it  is  advisable  or  worth  while  to  continue 
the  disability  benefit  beyond  sixty;  it  certainly  has  a  great  deal 
to  do  with  the  proper  amount  of  premium  to  be  charged. 

I  do  not  agree  at  all  with  the  reference  to  the  supervision  o^•er 
this  class  of  benefit  afforded  by  the  form  of  organization  of  a 
fraternal  society.  As  far  as  I  have  been  able  to  \'iew  the  situation, 
as  it  applies  to  fraternals,  the  members  of  the  local  lodges  are  much 
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more  likely  to  be  influenced  by  a  mistaken  idea  of  fraternity  to 
grant  to  a  brother  member  a  benefit  which  he  is  not  strictly  entitled 
to  than  they  are  to  be  governed  by  what  should  be  the  case, 
namely,  a  feeling  of  loyalty  to  the  organization  as  a  whole. 

My  experience  with  fraternals  is  not  very  broad,  but  it  has 
been  firmly  impressed  upon  me  that  the  feeling  of  s}Tnpathy  with 
the  indi\'idual  fellow-member  far  outweighs  a  feeling  of  loyalty 
to  the  organization  as  a  whole  in  the  vast  majority  of  cases,  and 
members  would  be  much  more  liberal,  much  less  likely  to  protest 
against  an  improper  claim,  than  would  a  hired  inspector  in  case 
of  a  legal  reserve  company. 

Mr.  Mead:  In  reference  to  careful  supervision  I  did  not  have 
in  mind  fraternal  societies  in  general;  I  think  Mr.  Buttolph 
was  quite  right  with  reference  to  fraternal  societies  in  general,  but 
I  find  that  Mr.  Hunter  has  the  same  ideas  as  to  value  of  the  special 
supervisor  of  well-conducted  fraternal  societies,  for  in  his  paper 
on  "Waiver  of  Premium  on  Permanent  Disability"'  he  refers  to 
fraternals  having  safeguards  against  fraudulent  cases  which  it 
would  be  impossible  for  an  insurance  company  to  obtain. 

POLICY  ASSIGNMENTS 

]Mr.  Appleby  :  It  seems  that  the  question  of  the  assignment  of 
policy  contracts  is  one  which  is  legal  rather  than  actuarial,  owing 
to  the  fact  that  it  is  a  right  which  a  policy  holder  seems  universally 
to  have,  regardless  of  any  conditions  in  the  policy,  and  certainly 
where  there  are  no  prohibitory  provisions  in  the  contract  and  no 
prohibitory,^  statutes  in  the  state  in  which  the  assignment  is  made. 
It  is  a  fact  that  a  few  of  the  states  have  prohibitory-  statutes,  and 
under  such  circumstances,  of  course,  a  policy  is  not  assignable. 

As  the  law  of  the  state  where  the  assignment  is  made  is  the 
law  that  governs,  and  as  our  purpose  is  to  protect  the  interests  of  the 
company  and  avoid  the  payment  of  claims  to  persons  not  entitled 
to  receive  the  payment,  we  must  handle  each  as  an  individual 
matter  and  in  accordance  with  the  statutes  of  the  state  in  which 
the  assigimient  is  made. 

Companies  have  long  shown  their  wisdom  by  placing  in  the 
policies  a  provision  relieving  the  company  of  responsibility  for  the 
validity  of  any  assignment  and  furthermore  declining  to  take  notice 
of  any  assignment  which  is  not  made  in  accordance  with  the  terms 


54  Policy  Assignments  [June 

of  the  policy.  This  provision  will  not  relieve  the  assignor  or  the 
company  of  liability  to  any  assignee,  even  though  it  has  been  disre- 
garded, but  it  will  protect  any  claim  which  the  company  may  have  on 
the  proceeds  of  a  policy  as  against  any  assignee,  and  would  probably 
protect  the  company  against  any  claim  of  the  assignee  in  case  the 
funds  should  have  been  paid  to  the  assignor  or  his  legal  representa- 
tives where  no  notice  had  been  given  the  company  of  any  assign- 
ment prior  to  such  pa>Tnent. 

It  has  been  held  that  correspondence  regarding  assignments 
and  the  gi^'ing  of  instructions  by  the  company  how  to  proceed  in 
the  matter  of  assignments  is  not  sufficient  notice  of  assignment. 
The  language  of  an  assignment  is  not  material,  and  while  for  the 
sake  of  uniformity  in  any  given  office  it  is  well  to  insist,  as  far  as 
possible,  that  assignments  shall  be  made  on  forms  furnished  by 
the  company,  it  cannot  be  enforced,  and  when  a  company  has 
been  notified  that  an  assignment  has  been  made,  it  must  take 
notice  of  such  assignment.  Even  an  assignment  by  word  of 
mouth,  with  the  delivers^  of  the  policy,  where  the  intent  is 
clearly  shown,  has  been  held  to  be  a  valid  assignment,  and  a 
policy  may  be  pledged  by  deliver)'  only  to  secure  a  debt.  An 
assignment  without  deliver}-  of  the  policy  is  probably  not  valid 
unless  a  clear  agreement  can  be  shown,  but  any  form  of  assign- 
ment, even  a  letter  accompanying  the  policy,  has  been  held  to  be 
valid.  This,  I  think,  is  of  especial  interest  to  the  companies 
represented  here,  in  view  of  the  fact  that  a  practice  of  making 
loans  on  policies  without  requiring  the  delivery  of  the  policy  to 
the  company  has  grown  up  in  some  quarters.  Certainly  no  such 
practice  should  be  followed  without  requiring  an  indorsement 
on  the  policy  of  the  fact  that  the  company  has  a  claim  on  the  pro- 
ceeds of  the  policy  to  the  amount  of  the  loan. 

The  cancellation  of  an  assignment  is  important.  It  has  been 
held  that  possession  of  a  policy  by  the  assignor,  after  the  death  of 
the  assignee,  was  not  sufficient  evidence  of  the  cancellation  of  an 
assignment,  and  the  assignee's  interest  was  maintained. 

It  is  hardly  necessary  to  state  here  that  it  is  vital  that  the 
beneficiary  join  with  the  insured  in  an  assignment.  Where  the 
beneficiary  is  other  than  the  legal  representative  of  the  insured 
and  where  the  policy  contains  no  pro\asion  for  a  change  of  benefi- 
ciary or  where  the  insured  has  not  retained  the  right  of  revocation 
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it  is  impossible  for  an  assignment  of  the  policy  to  be  made  without 
the  consent  of  the  beneficiary.  Even  where  the  right  of  revocation 
is  retained  or  where  the  policy  expressly  provides  for  a  change 
of  beneficiary,  it  is  necessar)^  for  the  beneficiary  to  be  changed 
or  join  in  the  assignment,  as  it  has  been  repeatedly  held  that  the 
right  of  the  beneficiary,  even  though  contingent,  may  not  be 
defeated  by  an  assignment  of  the  policy  so  long  as  he  is  the  bene- 
ficiar\-. 

Most  of  us  are  no  doubt  familiar  with  the  assignment  "as 
interest  may  appear,"  and  in  such  cases  the  right  of  the  assignee 
and  the  extent  of  claim  must  be  clearly  proved.  It  is  possible, 
however,  to  assign  the  entire  proceeds  of  a  policy,  even  though  they 
are  in  excess  of  the  amount  of  the  claim  of  the  assignee,  and  under 
such  circumstances  the  company  no  doubt  is  relieved  of  liability 
when  it  has  paid  the  full  proceeds  of  the  policy  to  the  assignee. 
But  the  assignee  becomes  liable  to  the  beneficiary  or  the  assignor  for 
any  of  the  proceeds  in  excess  of  his  claim  and  expenses,  and  is  held 
to  be  a  trustee  of  such  excess  funds. 

We  usually  think  of  the  assignment  of  a  policy  as  being  the 
assignment  of  the  rights  or  interests  of  the  insured  or  of  such  rights 
and  rights  of  the  beneficiary  jointly.  However,  it  is  perfectly 
legal  for  the  beneficiary  alone  to  assign  any  interest,  even  though 
contingent,  that  he  may  have  in  the  proceeds  of  a  policy.  Under 
such  agreement  the  assignee's  interest  is  only  such  interest  as 
the  assignor  may  have  had,  and  in  case  of  such  assignment 
the  assignee's  interest  ceases  immediately  upon  cessation  of  the 
interest  of  the  assignor,  as,. for  example,  where  the  beneficiary  dies 
before  the  insured. 

One  thing  it  is  well  to  remember,  i.e.,  that  an  assignee's  interest 
in  any  dividends  on  a  policy  which  may  be  assigned  is  the  same 
as  his  interest  in  any  other  proceeds  of  the  policy,  in  the  absence 
of  an  agreement  to  the  contrary. 

Of  course,  any  beneficiary's  ability  to  assign  his  interest  may  be 
limited  or  prohibited  by  the  statutes  of  the  state  in  w'hich  the 
proposed  assignment  takes  place. 

Under  the  statutes  of  some  of  the  states  an  insured  may  not 
assign  a  policy,  notwithstanding  it  is  payable  to  his  legal  representa- 
tive, where  the  policy  is  expressly  or  impliedly  for  the  benefit 
of  the  wife,  and  her  joining  in  the  assignment  or  her  indorsement 
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of  the  assignment  does  not  make  it  valid.  An  exception  to  this 
is  the  assignment  of  a  poHcy  to  protect  the  assignee  for  premiums 
which  he  may  have  paid  to  prevent  the  lapse  of  the  policy.  A 
policy  as  above  described  in  Massachusetts  may  not  even  be  dis- 
posed of  by  will. 

Where  a  policy  is  assigned  orally,  with  delivery,  or  is  pledged 
by  delivery  to  secure  a  debt,  the  assignee's  interest  does  not  run 
beyond  the  amount  of  his  claim. 

An  assignee's  interest  may  increase  beyond  his  original  claim  to 
the  amount  of  any  expense  to  which  he  may  be  put  in  the  pro- 
tection of  his  property,  for  example,  payment  of  premiums  and 
interest  thereon.  It,  however,  is  generally  true  that  any  premiums 
paid  are  chargeable  to  the  proceeds  of  the  policy,  whether  paid  by 
assignee  or  assignor,  and  where  an  assignee  agrees  to  the  assign- 
ment of  the  proceeds  of  a  policy  in  excess  of  a  given  amount  and 
assumes  the  responsibility  of  maintaining  the  policy  in  force,  the 
amount  excepted  is  a  prior  and  preferred  claim  on  the  proceeds  of 
the  policy. 

The  right  of  redemption  on  the  part  of  the  assignor  of  the 
assignment  of  a  policy  is  the  same  as  in  the  case  of  any  other 
property,  and  the  rights  of  the  assignee  run  to  any  proceeds  of 
the  policy,  such  as  matured  ( ?)  value,  death  claim  or  surrender 
value,  and  assignor  may  not  defeat  the  rights  of  an  assignee  by 
allowing  the  policy  to  terminate  and  taking  another  in  its  stead. 

It  has  been  held  that  an  assignee  is  not  entitled  to  notice  of 
premium  dates,  etc.,  having  accepted  the  policy  subject  to  the 
rules  of  the  company.  It  is  almost  a  universal  practice,  however, 
for  the  company  to  deliver  such  notices  to  the  assignee.  Any 
action  in  favor  of  the  assignee  may  not  be  maintained  where 
fraud  is  clearly  shown,  nor  in  the  face  of  a  mutual  mistake. 

Mr.  Raub:  Mr.  Appleby  has  covered  rather  fully  the  general 
features  of  assignments.  I  have  a  few  suggestions  to  make.  In 
the  first  place,  it  should  be  understood  that  a  policy  of  life  insurance 
is  like  any  other  form  of  assignable  written  contract.  It  is  an 
assignable  promise  to  pay,  but  not  governed  by  the  law  merchant. 
Title  to  a  policy  may  pass  by  delivery  or  by  written  agreement. 
There  are,  therefore,  two  ways  of  making  assignments;  one  by 
express  written  agreement  and  the  other  by  delivery  with  an  oral 
agreement  of  assignment.     It  has  been  held  that  if  the  assignment  is 
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valid  and  binding  as  between  the  assignor  and  the  assignee  it  is  a 
good  assignment,  notwithstanding  the  fact  that  no  copy  thereof 
has  been  filed  with  the  company. 

Assignments  may  be  absolute  or  as  a  pledge.  An  absolute 
assignment  makes  the  assignee  the  owner  of  the  policy  for  all 
purposes.  It  may  be  a  gift  or  it  may  be  for  a  valuable  considera- 
tion. If  a  gift,  all  the  rules  that  pertain  to  insurable  interest 
apply  and  the  general  rule  is  as  follows:  An  assignment  not  violat- 
ing contract  rights  or  in  violation  of  public  policy,  even  though  the 
assignee  has  no  insurable  interest,  is  good.  The  insured  and 
beneficiary  both  have  an  ownership  in  a  policy.  The  insured  has 
a  substantial  ownership  in  an  endowment  policy,  but  the  bene- 
ficiary also  has  an  interest.  The  beneficiary's  interest  is  usually 
called  a  contingent  interest. 

In  Indiana  it  has  been  called  a  defeasible  vested  right,  and  in 
most  states  it  has  been  decided  that  the  interest  of  a  beneficiary 
in  a  life  policy  is  such  a  right  that  unless  it  is  taken  away  in  strict 
conformity  to  the  provisions  of  the  policy  it  cannot  be  destroyed. 

The  question  of  whether  or  not  the  beneficiary's  interest  is  a 
vested  right  has  been  litigated  in  most  states.  It  may  now  be 
regarded  as  settled  in  practically  all  jurisdictions  that  the  bene- 
ficiary has  a  right  which  can  be  taken  away  only  by  a  strict  com- 
pliance with  the  terms  of  the  policy. 

It  has  been  held  in  one  or  two  instances  that  the  beneficiary 
may  also  be  an  assignee;  so  that  a  policy  in  possession  of  the 
beneficiary  may  be  held  by  the  beneficiary  also  as  assignee,  thus 
merging  the  entire  title. 

Mr.  Me.ajd:  May  I  ask  you  one  question,  Mr.  Raub?  Do 
you  consider  an  indorsement  of  the  amount  of  the  loan  on  the 
policy  as  effective  as  the  deposit  of  the  policy  with  the  company 
as  security  for  the  loan  ? 

Mr.  Raub:  Anything  that  would  convey  to  any  possible 
future  assignee  notice  of  your  rights  would  be  good. 

Mr.  Nitchie:  I  just  want  to  add  a  word  or  two  to  what  has 
been  said.  This  brings  to  my  mind  a  case  that  came  to  my  notice 
a  number  of  years  ago.  A  policy  was  held  by  a  creditor  under 
assignment;  the  insured  died;  the  creditor  claimed  the  amount  of 
the  policy;  the  company  asked  a  joint  release;  the  creditor  took 
administration  on  the  estate  of  the  insured  and  released  the  policy 
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in  both  capacities.  Several  years  after  the  company  was  asked 
for  testimony  in  regard  to  these  facts  in  a  suit  in  which  it  appeared 
that  the  creditor  died  and  new  administrators  were  appointed  for 
both  estates;  the  administrator  of  the  insured  sued  the  adminis- 
trator of  the  creditor;  the  creditor's  books  were  also  put  in  evi- 
dence showing  that,  after  taking  the  assignment  of  the  policy, 
instead  of  charging  the  premiums  to  his  own  expense  account,  he 
continued  to  charge  them  to  the  insured,  and  on  that  ground 
partly  judgment  was  rendered  against  him  for  the  excess  over 
the  amount  that  his  books  showed  that  he  had  advanced  to  the 
insured,  including  the  premiums  so  charged. 

Mr.  Seitz:  Mr.  Appleby  mentioned  an  attempt  to  have  the 
assignment  uniform;  that  is,  on  the  company's  own  form.  I 
think  it  best,  whenever  an  assignment  is  filed  that  meets  the 
technical  requirements  but  is  not  on  the  company's  form,  that  it 
be  accepted  without  further  question. 

In  reading  the  Insurance  Law  Journal,  just  issued,  there  is  a 
case  in  which  the  Equitable  Life  sued  the  policy  holder  and  one  or 
two  beneficiaries  for  the  amount  of  loans  made  on  the  policy. 
There  were  proceedings  in  bankruptcy  against  the  insured,  which 
information  was  not  given  to  the  company  by  the  insured  or 
beneficiar}'. 

To  protect  a  company  against  the  foregoing  condition,  I  do  not 
see  that  we  have  any  other  recourse  than  possibly  to  have  the 
matter  of  previous  condition  of  bankruptcy  at  least  acknowledged 
under  affidavit  form.  The  regular  loan  blanks,  which  are  exe- 
cuted by  signatures  of  the  insured  and  beneficiary,  with  witnesses, 
do  not  have  the  deterring  effect  on  misrepresentation  such  as 
those  acknowledged  by  affidavit  do. 

Mr.  Marshall:  The  experience  of  our  company  with  reference 
to  a  particular  class  of  assignments  might  be  of  interest  to  some  of 
the  companies  represented  here. 

In  a  portion  of  a  state  somewhat  distant  from  our  home  office 
certain  firms  owning  large  department  stores  made  a  practice  of 
insuring  the  lives  of  their  customers  who  were  considerably  indebted 
to  them,  many  of  whom  had  practically  no  means  of  their  own, 
little  or  no  education,  and  hence  were  largely  at  the  mercy  of  their 
creditors  on  account  of  the  amount  of  this  indebtedness.  The 
estate  of  the  insured  was  usually  made  the  beneficiary',  and  after 
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the  policy  was  issued  it  was  then  assigned  to  the  creditors,  osten- 
sibly to  protect  the  indebtedness.  The  circumstances,  however, 
made  us  doubtful  as  to  whether  or  not  this  business  was  entirely 
satisfactory,  and  we  therefore  made  a  thorough  investigation  of 
the  situation.  It  will  be  suflficient,  without  mentioning  details, 
to  say  that  it  resulted  in  our  deciding  that  the  possibility  not  only 
of  adverse  selection,  but  of  speculation  and  of  collusion  between 
the  creditor,  agents,  and  even  medical  examiners  was  such  as  to 
make  the  business  very  undesirable.  We  have  therefore  entirely 
discontinued  this  class  of  insurance  and  assignment,  and  if  the 
same  parties  should  now  be  applying  for  this  kind  of  insurance  in 
companies  which  you  represent,  you  might  be  interested  in  such 
details  regarding  the  situation  as  I  could  give  you  personally. 

With  reference  to  Mr.  Appleby's  mention  of  assignments 
''  as  the  interest  may  appear,"  I  might  mention  the  case  of  one  of  our 
death  claims,  where  the  policy  was  assigned  in  that  manner. 
Although  the  estate  was  the  beneficiary,  inasmuch  as  the  adminis- 
trator that  was  appointed  was  an  employee  of  the  assignee  firm, 
we  felt  that  to  protect  the  company  satisfactorily  it  was  better 
not  to  rely  entirely  on  the  administrator's  acceptance  of  the 
account,  and  we  therefore  also  required  the  written  approval 
of  the  wife  and  heir  of  the  insured. 

Mr.  Appleby:  I  would  like  to  ask  the  question — it  was 
touched  on  but  was  not,  I  think,  definitely  answered — as  to  whether 
or  not  it  is  necessary  to  have  the  signature  of  the  beneficiary  in 
settling  a  policy  upon  a  surrender  value,  paying  out  the  surrender 
value.  And  I  would  also  like  to  know  if  you  feel  that  it  is  necessary 
to  have  the  signature  of  the  beneficiary — I  am  assuming  that  the 
policy  provides  for  the  change  of  beneficiary — in  making  a  loan  ? 

Mr.  Raub  :  No,  not  if  the  policy  gave  the  insured  that  express 
right. 

Mr.  Appleby:  Now,  assume  that  it  does  not — because  they 
are  written  both  ways — imagine  one  where  there  is  nothing  said 
about  it,  and  one  where  the  policy  expressly  provides  that  the 
insured  has  the  right. 

Mr.  Raub:  The  beneficiary's  consent  would  be  necessary 
in  the  first  instance. 

]Mr.  Dunlap:  An  assignment  in  the  state  of  New  York  is  not 
subject  to  proof  of  interest,  and,  in  submitting  policy  forms  to  the 
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insurance  department  for  approval,  it  is  suggested  that  any  wording 
regarding  proof  of  interest  of  the  assignee  be  omitted  as  being  a 
useless  provision  and  one  which  could  not  be  enforced. 

METHODS  OF  HANDLING  THAT  PART  OF  GROSS  PREMIUMS 
COVERING  COUPONS,  SPECIAL  FUNDS,  ETC. 

Mr.  Vineberg:  What  I  have  to  say  on  the  subject  of  coupons 
is  based  upon  the  opinion  which  I  strongly  hold  that  "guaranteed 
dividends,"  so  called,  are  impossible. 

I  regard  a  policy  which  provides  for  coupons  payable  in  cash,  as 
essentially  a  premium-reduction  contract.  In  making  that  state- 
ment I  realize  fully  that  legally  speaking  the  policy  is  not  a 
premium-reduction  contract,  but  one  that  provides  for  the  pay- 
ment throughout  the  whole  premium-paying  period  of  the  initial 
premium,  with  an  annuity  feature  added  to  the  contract;  but  I 
think  in  our  accounting  we  might  pay  more  attention  to  the  real 
business  facts  than  to  the  legal  appearances. 

Starting  from  that  point,  then,  it  is,  I  think,  necessary  to  credit 
to  the  Premium  Account  only  the  amount  of  the  initial  premium 
less  the  coupon  for  the  year  in  which  the  entry  has  to  be  made. 
If  the  coupon  itself  is  surrendered,  then  the  credit  to  the  Premium 
Account  will,  of  course,  be  the  only  entry  necessary.  If,  however, 
the  coupon  is  not  surrendered  it  will  be  necessary  to  credit  the 
amount  of  that  coupon  to  some  other  account,  which  we  might  call 
a  Coupon  Account. 

The  point  I  wish  to  make  is  that  there  is  no  disbursement 
entry  necessary  at  all.  In  other  words,  we  should  get  away  from 
the  idea  of  treating  these  coupons  as  guaranteed  dividends,  which 
practice,  I  think,  only  tends  to  pad  the  statement  of  income  and 
disbursements. 

The  premium  cards,  I  think,  should  account  each  year  for  the 
full  amount  of  the  initial  premium;  that  is,  if  the  coupon  is  used 
to  reduce  the  premium  it  should  show  it;  if  not  used,  it  should 
also  state  that  fact.  In  addition  to  the  premium  card,  or  any  other 
cards  that  might  be  used  in  the  office,  there  should,  I  think,  be 
kept  a  card  for  each  coupon  policy  on  which  any  coupon  has 
not  been  used.  The  policy  should  be  credited  thereon  with  the 
coupon  not  surrendered,  and  interest  should  be  credited  for  policy 
years. 
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It  is  sometimes  the  practice  to  credit  the  interest  on  the 
basis  of  calendar  years,  but  I  think  it  is  a  Httle  neater  and  better 
work  if  done  by  policy  years  and  then,  if  at  the  end  of  any  financial 
period  it  is  desired  to  make  up  a  statement,  simply  add  to  the 
accumulations  one  half-year's  interest,  which  approximate  addition 
I  think  any  examiner  would  be  willing  to  take  as  correct.  The 
Coupon  Account  might  be  closed  out  at  the  end  of  every  calendar 
year  and  the  balance  which  is  so  closed  out  transferred  to  a  mem- 
orandum account  and  accumulated  at  interest,  so  that  this 
memorandum  account  of  the  yearly  balances  of  the  Coupon 
Account  and  interest  thereon  would  serve  as  a  controlling  account 
to  the  amount  of  the  coupon  liability  as  shown  by  the  cards. 

I  think  that  is  about  the  only  thought  I  have  to  give  on  the 
matter  of  coupons.  The  only  other  fund — the  subject  speaks 
of  funds — I  do  not  know  just  what  the  proposer  of  the  subject 
had  in  mind — but  the  only  other  fund  that  I  know  of  that  exists, 
in  a  few  of  the  companies  represented  in  the  Institute,  is  what  is 
often  called  the  "Survivorship  Investment  Fund."  Whether  the 
amount  of  the  premium  which  goes  into  that  fund  should  be 
credited  to  the  Premium  Account  or  credited  to  another  account, 
which  is  of  the  same  nature  as  the  Coupon  Account  to  which  I 
referred  before,  depends,  I  think,  a  great  deal  upon  the  way  the 
policy  itself  is  written. 

If  the  premium  clause  speaks  of  the  whole  amount  as  "pre- 
mium" and  then  later  on  in  the  contract  states  that  the  company 
will  put  a  portion  of  the  premium  into  the  fund,  it  would  seem  to 
me  that  it  would  be  necessary  to  credit  the  full  amount  of-  the 
payment  to  the  Premium  Account.  If,  on  the  other  hand,  as  I  have 
seen  in  one  case,  the  policy  states  that  the  insured  himself  makes 
the  contribution  to  the  Investment  Fund,  it  would  seem  then  that 
the  Premium  Account  should  only  be  credited  with  the  gross 
amount  paid — less  the  contribution  to  the  fund,  and  the  contribu- 
tion to  the  fund  be  credited  to  that  particular  account. 

I  think  that  in  the  case  of  a  fund  of  this  kind  a  card  of  the  same 
nature  and  kept  in  the  same  manner  as  the  coupon  card  should  be 
used  to  keep  account  of  the  fund.  A  memorandum-controlling 
account  is  also  advisable. 

I  do  not  know  that  I  have  answered  the  questions  the  proposer 
had  in  mind. 
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Mr.  Mead:  Mr.  Vineberg,  do  not  all  of  those  survivorship 
policies  pro\dde  for  a  premium  which  includes  the  entire  amount 
of  the  fund  to  be  contributed  to  the  survivorship  fund  ? 

Mr.  Vineberg:  They  usually  do.  In  the  second  case  that 
I  mentioned,  the  policy  gave  the  insured  the  option  of  paying  into 
the  fund  or  not,  just  as  he  chose,  and  it  made  him  the  contributor 
to  the  fund  and  not  the  company  acting  on  his  behalf. 

Mr.  F.  a.  Draper  (Cincinnati):  I  think  without  question 
the  examiners  of  states  having  a  standard  policy  provisions  law 
will  treat  as  premium  everything  that  comes  in  in  the  way  of  coupon 
or  survivorship  policies.  They  are  very  zealous  in  looking  up  the 
revenue  for  purposes  of  taxation;  hence,  coupon  policies,  where  the 
coupon  is  used  in  reduction  of  premium,  should  be  treated  by  a 
separation  of  the  Coupon  Account  from  the  basic  policy  itself.  At 
least,  that  has  been  my  practice,  and  I  know  that  a  former  actuary 
of  the  Illinois  department  approved  of  that  treatment  of  such 
policies. 

The  purpose  I  had  in  view  was,  as  a  company  manager,  to 
reduce  the  taxation  to  the  lowest  possible  limits.  I  know  that 
when  the  Insurance  Department  examiner  was  examining  a  Chicago 
company  he  was  very  firm  in  treating  as  premium  income  all  of 
the  coupons  that  were  retained  by  the  insured  and  could  be  applied 
toward  increasing  the  amount  of  insurance  in  force. 

The  quick  way  of  handling  the  accounting  of  coupon  policies 
is  to  carry  a  separate  coupon  account,  and  keep  in  that  account 
only  the  live  coupons,  marking  off  coupons  turned  in  by  the  insured 
as  they  are  received  by  the  company.  The  premium  record  card 
should  show  reference  to  the  Coupon  Account. 

Mr.  Hyde:  I  entirely  agree  with  Mr.  Vineberg  as  to  the 
correctness  of  the  idea  that  a  coupon  policy  is  nothing  but  a  dimin- 
ishing premium  policy,  and  we  have  always  computed  them  and 
treated  them  as  such  in  our  company.  We  regard  the  coupon  as 
simply  a  note  given  by  the  insuring  company,  which  is  payable 
under  circumstances  stated  in  the  policy,  and  the  reduced  premium 
is  regarded  as  the  real  premium  on  the  policy  throughout — so  much 
so,  that  renewal  commissions  are  paid  on  those  reduced  premiums, 
not  on  the  first  premium. 

As  to  the  individual  account  with  the  insured,  we  have  on 
every  policy  holder's  account  card  two  columns,  debit  and  credit, 
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which  are  used  for  dividends  on  participating  business  and  for 
coupon  debits  and  credits  on  coupon  policies,  entries  being  made 
at  the  end  of  each  poHcy  year,  so  that  the  status  of  each  account 
is  apparent  at  a  glance. 

Mr.  Webb:  I  do  not  like  to  disagree  with  my  old  friend, 
Mr.  Hyde,  but  just  at  present  I  am  handling  about  $800,000  of 
cash  liability  under  these  coupon  policies,  and  I  am  quite  sure 
that  if  we  handled  them  in  the  way  he  suggested  that  it  would  be 
absolutely  disorganizing  one  large  state  in  which  we  are  operating — 
I  mean  so  far  as  the  company  is  concerned ;  and  we  should  probably 
lose  80  per  cent  or  90  per  cent  of  the  accounts  in  that  state  should 
the  company  attempt  to  pay  commissions  on  the  reduced  premium. 
We  will  write  only  participating  business  and  even  that  only 
becaiise  of  the  large  premiums  and  the  large  renewal  commissions 
on  that  business. 

With  regard  to  the  other  point  mentioned  by  Mr.  Vineberg, 
I  think  the  method  of  handling  the  return-premium  coupon  will 
reduce  to  a  very  simple  thing  when  it  comes  to  attaining  any  large 
amount;  for  the  last  several  years  I  have  been  handling  coupons 
in  exactly  the  same  way  and  I  cannot  think  of  any  better.  It  is 
simply  this:  as  the  coupons  are  left  they  constitute  an  absolute 
cash  liability  from  that  moment,  and  you  cannot  do  otherwise 
than  treat  them  as  such;  you  cannot  put  them  through  your 
regular  ledger  account;  in  fact,  it  is  simply  a  cash  liability,  and 
unless  you  treat  them  exactly  in  that  simple  way  you  will  run  into 
all  kinds  of  trouble. 

On  those  coupons,  as  I  say  amounting  now  with  me  to  about 
$750,000,  you  always  have  to  remember  that  those  policy  holders 
might  come  in  and  collect — anyone  that  wanted  to^ — much  the 
same  as  an  account  in  the  bank,  and  you  have  to  provide  for  these 
other  things  that  happen  to  them  besides  drawing  them  in  cash; 
for  instance  a  man  will  let  them  run  along,  accumulating  at  3^  per 
cent — or  whatever  the  rate  is — for  a  certain  number  of  years,  and 
then  tell  you  to  apply  that  to  purchase  additional  insurance. 
Now,  unless  you  have  a  very  simple  method — in  fact,  the  only 
method,  that  is,  carrying  them  as  a  cash  liability,  you  have  no 
simple  way  of  handling  the  premium  for  that  new  insurance, 
whereas  if  you  are  carrying  it  as  a  cash  liability,  as  a  special  cash 
reserve,  you  place  your  new  additional  insurance  in  your  insurance 
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account  and  pay  for  it  out  of  that  fund,  and  it  automatically 
reduces  itself. 

The  money  comes,  as  far  as  that  is  concerned,  straight  in  from 
the  policy  holder,  from  the  applicant,  the  same  as  a  new  policy, 
so  that  I  do  not  think  the  question  of  handling  those  coupons 
admits  of  but  one  method,  when  the  first  premium  is  paid,  when  the 
policy  is  issued,  and  the  first  premium  is  paid.  I  cannot  see  how 
you  can  treat  that  premium,  the  full  premium,  as  anything  but 
one  complete,  whole  premium.  I  do  not  see  how  you  can  separate 
it  into  say  $29  for  insurance  and  $7  for  coupons;  it  seems  to  me  you 
must  treat  that  as  the  first  premium,  or  the  premium  on  the  insur- 
ance of  which,  when  it  comes  to  a  matter  of  reserve,  is  partly  in  the 
policy  reserve  and  partly  representing  the  coupon  interest  in  a 
special  cash  liabiHty  reserve,  and  accorded  to  the  departmeius  be- 
neath the  regular  policy  reserves  on  page  5  of  the  statement. 

Mr.  Hyde:  I  agree  with  Mr.  Webb  as  to  the  fact  that  these 
coupons  are  absolutely  liabilities,  and  that  is  what  I  meant  to  say 
when  I  said  we  considered  them  as  notes,  and  carry  the  liability 
absolutely,  from  the  time  they  become  due  until  they  are  paid. 

Mr.  Buttolph:  I  simply  want  to  repeat  what  I  have  said 
once  or  twice  before  in  past  meetings;  and  my  hearty  agreement 
with  Mr.  Vineberg  in  his  contention  that  these  coupon  policies 
should  be  regarded  as  essentially  decreasing-premium  policies 
still  leaves  me  without  quite  getting  the  objection  which  Mr. 
Webb  raised  to  Mr.  Vineberg's  suggestion.  I  do  not  understand 
Mr.  Vineberg  as  in  any  way  denying  the  liability  on  account  of 
coupons  which  were  retained  by  the  policy  holder.  As  far  as  the 
accounting  system  is  concerned,  I  am  not  a  bookkeeper,  but  I 
cannot  see  any  trouble  in  separating  the  gross  premium  account 
so  that  the  decreasing  premium  is  all  that  appears  upon  your 
books  in  the  premium  account,  and  where  the  original  premium  is 
paid  in  full  year  after  year,  the  amount  which  might  ha\-e  been 
deducted  on  account  of  the  coupons  could  be  carried  in  a  separate 
income  account.  I  see  no  accounting  difficulty  in  handling  it 
in  that  way,  which,  as  I  understood  it,  was  the  suggestion  made  by 
Mr.  Vineberg,  and  it  in  no  way  carries  a  denial  of  liability  on 
account  of  coupons  still  outstanding. 

Mr.  Vineberg:  I  should  like  to  say  that  in  crediting  coupons 
to  a  separate  account,  one  of  the  reasons  for  doing  so  is  to  empha- 
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size  the  liability;  in  other  words,  they  are  purely  deposits.     They 
are  really  not  income  at  all,  in  the  ordinary  sense  of  the  word. 

ADVANTAGES  AND  DISADVANTAGES  OF  COMBINING  A 

CANCELABLE  ACCIDENT  AND  HEALTH 

FEATURE  IN  A  LIFE  POLICY 

Mr.  Webb:  I  had  a  letter  from  the  board  that  I  was  expected 
to  say  a  few  words  on  this,  and  I  should  like  to  say  on  this  topic 
that  I  am  rather  opposed  to  incorporating  any  kind  of  accident  and 
health  feature  in  a  life  policy,  but  I  know  that  this  is  simply  a  dis- 
inclination and  will  have  to  remain  at  that,  because  I  suppose  it  is 
absolutely  necessary  sometimes  to  have  accident  riders  or  clauses 
in  our  policies. 

I  think,  however,  when  we  consider  the  regular  accident, 
casualty,  and  health  companies,  it  will  always  be  impossible,  under 
the  slight  experience  that  we  have  had,  to  incorporate  any  features 
of  that  nature  that  will  be  really  valuable,  with  the  exception,  of 
course,  always,  of  the  disability  clause. 

In  regard  to  the  particular  cjuestion  in  this  topic,  I  think  that 
there  are  some  advantages  in  such  a  clause.  The  principal  one, 
however,  as  I  see  it,  is  simply  from  the  standpoint  of  the  field  man. 
In  other  words,  the  advantage  in  having  it  in  a  policy  is  to  help 
out  the  selling  end  of  the  proposition,  which  is  the  important  part 
of  the  business  and  must  not  be  overlooked.  It  gives  the  salesman 
a  wider  range  for  canvassing  the  prospective  insurer.  I  have  no 
doubt  the  salesman  will  emphasize  the  fact  that  a  man  can  cancel 
or  continue  this  feature  of  the  policy  as  he  may  see  fit. 

Its  disadvantages  will,  I  think,  be  largely  a  burden  which  the 
home  ofiice  must  bear  in  its  method  of  accounting  and  in  its  cancel- 
lations, terminations,  and  applications  for  reinstatement,  with  the 
possibility  that  a  condition  may  arise  something  like  the  following : 
The  insured  will  allow  the  health  and  accident  features  to  lapse, 
continuing  the  life  feature  of  the  policy,  and  later  probably  make 
application  for  reinstatement  of  the  health  and  accident  feature; 
in  the  meantime  something  may  have  occurred  which  would  make 
him  an  undesirable  risk  for  health  and  accident  benefits  and  the 
company  might  refuse  to  reinstate  and  thereby  cause  the  insured  to 
become  suspicious  and  doubtful  and,  to  say  the  least,  dissatisfied 
to  such  an  extent  that  he  will  surrender  his  policy.     A  surrender 
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in  such  cases  might  probably  be  a  saving  to  the  compan}-  in 
that  the  insured  has  become  an  impaired  risk. 

I  think  that,  so  far  as  I  can  see,  is  the  main  disadvantage  of  a 
cancelable  clause  of  that  nature,  and  it  is  a  very  great  disadvantage, 
because  we  know  how  often  we  have  cases  where  the  policy  holder 
himself  asks  for  reinstatement  without  any  effort  on  the  part  of 
the  renewal  department,  and  that  reinstatement,  if  refused,  only 
leads  to  a  lot  of  correspondence  as  to  why  this  particular  man 
should  be  deprived  of  the  insurance  he  already  had,  which  merely 
lapsed  by  accident. 

Of  course  I  suppose  all  companies  take  advantage  of  the  lapse 
of  the  policy  to  inquire  into  the  present  state  of  the  health  of  the 
insured;  in  fact,  I  suppose  it  is  the  correct  thing,  and  is  con- 
sidered the  correct  thing,  to  take  advantage  of  every  opportunity 
to  do  so.  And  if  the  company  discovers  circumstances  regarding 
a  man's  health  or  newly  acquired  habits,  or  even  regarding  his  new 
occupation,  it  will  sometimes  take  advantage  of  that  to  refuse  rein- 
statement. Whether  that  is  absolutely  right  and  equitable,  I 
should  not  care  to  express  an  opinion. 

Mr.  Dunlap:  I  take  it  that  the  subject  refers  to  a  regular 
health  and  accident  business  and  not  merely  the  double  indemnity 
feature  which  a  few  companies  are  now  incorporating  in  their 
regular  life  policies.  If  a  company  doing  a  regular  life  business 
intends  to  incorporate  in  its  policy  contracts  a  feature  providing  for 
the  payment  of  a  weekly  indemnity  in  case  of  accident  or  other 
disability,  it  constitutes  the  transaction  of  a  regular  health  and 
accident  business  and  will  require  an  organization  to  handle  it  that 
is  not  usually  found  in  the  life  insurance  office.  It  is  a  separate 
business  in  itself,  and  requires  a  separate  system  of  accounting 
from  life  insurance,  and  a  separate  report  to  the  Insurance  Depart- 
ment, as  we  all  know.  Even  the  incorporating,  in  policy  contracts, 
of  the  double  indemnity  feature  requires  a  separate  report  in  a 
few  states.  The  expense  and  labor  involved  in  handling  a  health 
and  accident  business  is  considerable,  and  unless  the  company 
expects  to  take  it  up  on  a  large  scale  it  is  almost  impossible  to  do 
a  sufficient  amount  of  business  to  make  it  profitable. 

A  life  company  issuing  a  health  and  accident  feature  in  con- 
nection with  its  life  policies  would  give  to  its  field  representatives 
a  wider  range  and  would  prevent  them  from  devoting  a  portion  of 
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their  lime,  as  many  agents  do,  to  soliciting  health  and  accident 
business  for  other  companies.  In  this  way  it  would  increase  the 
agents'  production  and  may  not  interfere  with  their  regular  life 
business. 

The  disadvantages,  as  I  see  them,  would  be  somewhat  as  out- 
lined by  Mr.  Webb,  especially  if  the  health  and  accident  business 
takes  the  form  of  weekly  indemnity. 

Some  time  ago  the  company  I  represent  issued  a  supplemental 
contract  in  connection  with  its  life  policies,  providing  for  the  pay- 
ment of  a  weekly  indemnity  in  case  of  disability  from  any  cause. 
Very  few  of  our  agents  solicited  this  form  of  insurance,  and  as  a 
result,  all  of  the  business  which  we  received  was  confined  to  a  com- 
paratively few  men,  and  we  consider  our  experience  has  not  been 
favorable.  By  this  I  do  not  mean  that  we  have  actually  lost 
money  on  this  line  of  business,  but  most  of  it  came  from  small 
towns  and  the  contract  itself  was  rather  stringent.  As  a  result,  a 
number  of  cases  would  arise  not  covered  by  the  contract,  and  our 
action  in  refusing  to  pay  brought  about  dissatisfaction  and  was 
detrimental  to  the  agent  in  soliciting  for  future  business. 

The  payment  of  double  the  face  of  the  policy  in  case  of  death 
from  accident  is  now  in  force  with  several  companies,  and  our 
experience  on  this  also  was  limited  to  a  few  of  our  representatives 
and  was  discontinued,  for  the  reason  that  we  did  not  secure 
sufficient  business  to  justify  the  expense. 

]VIr.  Mead:  Prospectively  considered,  such  a  combination 
should  prove  a  great  seller,  but  retrospect  would  tend  to  make  one 
less  sanguine,  as  similar  attempts  have  met  with  but  little  success, 
unless  we  except  the  experience  of  the  Conservative  Life,  which 
was  reported  to  have  transacted  quite  a  business  in  the  combina- 
tion policy;  however,  it  must  be  remembered  that  the  latter 
company's  policy  was  written  at  an  extraordinary  low  premium, 
for  $2.40  extra  was  charged  for  the  health  and  accident  benefit, 
it  being  granted  to  all  comers  alike,  farmers  as  well  as  merchants 
and  professional  men.  The  idea  of  separate  contracts  for  life 
insurance  and  for  health  and  accident  insurance  is  a  deeply  settled 
one  in  the  minds  of  the  American  public,  and  it  will  take  much  to 
overcome  this  prejudice,  although  both  forms  of  insurance  should 
logically  be  embraced  in  one  contract,  as  has  been  maintained, 
thereby  eliminating  a  large  percentage  of  the  cost. 
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Keenness  of  competition  between  accident  companies  during 
the  nineties  led  one  of  them,  in  1897,  to  introduce  in  connection  with 
its  accident  policy,  in  consideration  of  a  small  extra  premium,  a 
limited  sickness  feature  covering  fifteen  diseases,  mostly  infectious 
or  contagious,  such  as  typhoid  or  scarlet  fever,  smallpox,  diphtheria, 
appendicitis,  peritonitis,  and  the  like.  This  was  almost  imme- 
diately taken  up  by  the  other  companies,  and  the  number  of  dis- 
eases covered  was  rapidly  increased,  until  in  a  comparatively  short 
time  a  general  sickness  policy  appeared  in  connection  with  the 
accident  policy.  The  accident  companies  are  today  issuing  a 
combined  health  and  accident  policy  at  a  cost  of  $12  for  $1,000 
and  $5  weekly  at  ages  18  to  50  in  the  select  and  preferred  classes 
and  $14  from  ages  50  to  60;  $3 .  50  in  addition  is  charged  for  risks 
of  the  ordinary  class.  Question  an  accident  manager  of  today 
and  he  will  tell  you  that  he  does  not  like  the  health  insurance 
proposition. 

Almost  simultaneously  with  the  appearance  of  the  limited 
sickness  feature  among  the  accident  companies,  the  Security 
Trust  and  Life,  followed  very  shortly  by  the  Conservative  Life, 
entered  the  field  with  its  combination  policy,  providing  accident 
and  sickness  indemnity  limited  to  specified  diseases  in  connection 
with  the  life  contract.  The  sickness  benefits  were  soon  enlarged 
to  cover  all  diseases.  For  the  general  sickness  and  accident  feature 
the  Security  Trust  charged  an  extra  premium  of  $9  at  all  ages  up 
to  50.  This  provided  for  double  the  face  of  the  policy  in  case  of 
death  by  accident,  for  half  the  face  of  the  policy  in  case  of  total 
and  permanent  disability,  and  $5  weekly  indemnity  in  case  of  sick- 
ness or  accident  covering  a  period  of  not  less  than  one  week  nor 
more  than  twenty-six  weeks  in  any  year.  The  accident  benefit 
was  to  terminate  at  age  70  and  the  sickness  at  age  55,  but  both 
might  be  canceled  by  the  insured  or  the  company  at  the  end  of  any 
policy  year. 

In  1905  or  1906  a  certain  western  company  undertook  the 
general  health  and  accident  feature,  without  reserving  to  the 
company  the  right  of  cancellation.  The  disability  benefit  was  to 
continue  for  a  period  of  twenty  years  at  the  option  of  the  insured. 
The  extra  annual  premium  charged  varied  with  age,  being  sur- 
prisingly low:  $4.  23  at  age  20,  $5.  28  at  age  30,  $7.32  at  age  40, 
and  $11 .43  at  age  50.     Indemnity  was  limited  to  fifty-two  weeks 
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for  any  sin<T;le  disabilily,  provided,  however,  no  disability  of  shorter 
duration  than  one  week  was  to  be  indemnified.  The  policy  was 
soon  discontinued  for  various  reasons.  The  amount  of  business 
did  not  come  up  to  expectations,  the  rate  was  felt  to  be  inadequate, 
many  questionable  claims  were  being  presented,  and  the  company 
difl  not  have  proper  facilities  for  the  adjustment  of  claims.  Besides, 
a  large  proportion  of  their  business  was  done  among  the  farming 
classes;  and  disability  policies  were  issued  among  these  indis- 
criminately at  the  rates  just  quoted,  the  officials  of  the  company 
failing  to  recognize  that,  while  as  life  risks  the  farming  classes  are 
unsurpassed,  so  far  as  disability  is  concerned  they  should  be 
rated  as  hazardous.  Besides,  they  have  peculiar  opportunities  for 
"malingering  on  the  funds,"  as  they  picturesquely  call  it  in  Great 
Britain;  that  is,  feigning  a  continuance  of  disability  after  it  has  in 
reality  ceased. 

Another  western  company  exactly  duplicated  the  Security 
Trust's  policy  and  rate  in  1907  or  igo8,  but  little  success  attended 
its  undertaking  in  this  direction,  although  it  wrote  quite  a  volume  of 
regular  business. 

While  there  are  strong  arguments  in  favor  of  the  combination 
policy  for  the  life  company,  such  as  the  economical  side,  by  which 
at  least  25  per  cent  of  the  cost  of  disability  indemnity  is  eliminated, 
as  well  as  its  possibilities  as  a  stimulus  to  production,  there  are 
strong  objections  to  its  adoption  from  the  viewpoint  of  a  young 
company  which  is  most  likely  to  be  attracted  by  the  idea.  Suc- 
cessful operation  requires  the  establishment  of  an  accident  depart- 
ment under  the  supervision  of  a  competent  accident  underwriter. 
The  result  is  that  the  energies  and  resources  of  the  management 
become  divided  at  a  time  when  all  should  be  concentrated  upon 
the  establishment  of  the  life  business.  Besides,  the  business  of  the 
younger  companies  is  principally  in  rural  districts  and  small  towns, 
where  supervision  is  difficult,  where  the  greatest  opportunities  for 
fraud  and  "malingering"  abound,  and  where  the  real  hazard  is 
increased.  The  regular  accident  companies  devote  little  effort 
to  developing  business  in  towns  of  less  than  five  or  ten  thousand 
people  for  these  reasons.   ' 

In  this  connection  it  is  interesting  to  quote  the  words  of 
Francis .G.  P.  Nelson,  one  of  the  best  authorities  in  Great  Britain: 
"Sickness  insurance  is  essentially  a  business  dependent  on  the 
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efficiency  of  the  local  supervisor  of  the  risk.  Assurance  companies 
have  spent  a  large  sum  of  money  in  attempting  to  work  it  from 
a  central  source,  but  in  everv'  instance  sooner  or  later  they  have 
been  compelled  to  give  it  up."  These  words  were  delivered  in 
1900  before  the  International  Congress  of  Actuaries  in  Paris.  It  is 
said  there  is  just  one  exception  in  Great  Britain,  the  Century 
Insurance  Company,  which  has  now  been  in  successful  operation  for 
twenty-four  years. 

THE    CHOICE    OF   MORTALITY  TABLES   FOR  USE  IN  V.ALUING 
LIFE  ESTATES 

Mr.  Xitchie:  Some  years  ago,  at  the  request  of  a  lawyer 
friend,  I  looked  into  the  practice  in  the  state  of  Illinois  in  regard 
to  some  matters  of  this  sort  and  prepared  for  him  an  outline  of 
what  I  found.  As  I  have  not  had  time  to  make  special  preparation 
for  the  discussion  of  this  topic,  I  have  simply  extracted  a  few  items 
from  that  outline. 

Several  years  ago  Mr.  Wolfe,  in  his  book  on  the  subject  of 
Inheritance  Tax  Calculations,  outlined  the  laws  of  the  different 
states  so  far  as  they  prescribed  any  rules  for  such  computations. 
In  this  volume  he  also  collected  a  number  of  life  tables  applicable 
to  valuations  under  these  various  rules,  with  instructions  for  the  use 
of  such  tables.  There  is  a  great  diversity,  not  only  in  the  life  tables 
employed,  but  also  in  the  rates  of  interest  assumed.  The  same 
appears  to  be  true  in  regard  to  the  rules  or  practice  apphdng  to  the 
valuation  of  life  estates  for  other  purposes,  as  these  appear  in  the 
statutes  and  in  the  law  textbooks. 

Outside  of  these  books  there  appears  to  be  little  in  the  way  of 
discussion  of  the  relative  merits  of  the  tables  or  their  adaptation 
to  such  computations.  Certain  tables  appear  to  be  used  for  illus- 
tration, but  not  prescribed;  yet  we  sometimes  find  such  tables 
followed,  and  even  reverenced,  because  they  are  so  published, 
possibly  with  little  thought  of  their  adaptation  to  the  particular 
cases  in  view.  It  is  not  uncommon  to  find  lawyers  using,  or  insist- 
ing upon  the  use  of,  the  e.xpectation  of  life  as  the  term  of  an  annuity 
certain. 

In  Scribner  on  Dower  a  number  of  tables  are  introduced,  but 
the  following  principles  are  urged: 

"There  are  few  situations  from  which  tables  have  been  formed 
and  yet,  without  any  allowance  for  differences,  those  few  tables 
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have  been  used  as  if  they  were  aUke  appUcable  to  all  limes  and 
circumstances.  This  is  a  great  error.  Such  tables,  as  regards 
other  situations,  can  only  be  used  by  way  of  analogy,  and  can  be 
relied  on,  in  so  far  only  as  it  can  be  shown  that  the  situation  is 
altogether  or  very  nearly  similar  to  that  for  which  they  were  made. 

"The  causes  materially  affecting  the  duration  of  human  life, 
at  the  time  and  place  for  which  a  table  has  been  made,  must  there- 
fore be  understood  and  compared  with  those  of  the  place  where 
the  life  in  question  exists,  before  such  allowance  can  be  made  as 
will  warrant  the  use  of  such  table.  All  such  circumstances  must 
be  taken  into  consideration.  No  ordinary  table,  although  it  may 
aflford  much  useful  information,  can  alone  be  taken  as  giving  a 
correct,  general  rule  for  estimating  the  value  of  the  life  of  any  par- 
ticular individual." 

In  Puterbaugh's  Pleading  and  Practice  considerable  attention  is 
given  to  the  Wigglesworth  table,  with  the  following  suggestions: 
"The  value  of  life  estates  is  usually  ascertained  by  reference  to 
scientitic  tables,  in  connection  with  testimony  as  to  the  age  and 
health  of  the  life  tenant,  and  the  rental  and  salable  value  of  the 
land.  Dr.  Wigglesworth 's  table  has  been  adopted  by  the  courts  as 
a  rule  in  estimating  the  value  of  such  estates."  Possibly  as  a  result 
of  this  suggestion  5  per  cent  annuity  values,  based  on  Wiggles- 
worth's  table,  were  adopted  some  years  ago  by  the  Probate  Court 
of  Cook  County,  Illinois. 

In  the  state  of  Illinois  there  is,  I  think,  no  rule  prescribed  by 
law  for  commuting  life  interests.  The  courts  have  refused,  in 
some  cases,  to  sanction  results  of  computations  based  on  life  tables. 
In  one  case  the  Supreme  Court  held  that,  ''Independent  of  legis- 
lative authority,  it  may  be  a  matter  of  doubt  whether  a  court  of 
equity  may,  without  the  consent  of  all  parties,  decree  a  gross  sum 
to  a  widow  as  dower We  can  imagine  nothing  more  uncer- 
tain than  the  present  value  of  a  widow's  life  estate.  It  is  true 
that  life  tables  might  be  resorted  to,  but  they  can  afTord  but  a 

mere  expectancy  of  the  continuance  of  that  particular  life 

The  chances  would  be  immensely  against  the  expectancy  coin- 
ciding with  the  result,  with  an  individual." 

In  another  case  the  court  refused  to  permit  a  sale,  holding  that 
the  land  is  valuable,  likely  to  appreciate,  and  therefore  the  best 
investment  of  the    minors'    funds,    adding:    "There    is   another 


72  Mortality  Tables  for  Valuing  Life  Estates         [June 

serious  objection  to  the  relief  asked  for.  If  granted,  the  pro- 
ceeds of  sale  must  be  distributed  according  to  the  tables  of 
mortality.  These  would  give  to  the  tenant  by  the  courtesy, 
....  67.52  per  cent  of  the  proceeds,  and  to  the  children  32.48 
per  cent.  Thus  the  owner  of  the  life  estate  would  receive  more  than 
the  owner  of  the  fee  simple.  These  tables  have  been  acted  upon  in 
other  states,  but  ....  would  give  the  father  too  much  as  against 
the  children.  The  injustice  is  apparent.  He  has  a  vested  legal 
estate  which  he  may  use  or  lease."  The  values  in  this  case 
appear  to  have  been  taken  from  Wigglesworth's  6  per  cent  table, 
estimating  the  income  of  the  estate  as  well  as  its  re-investment 
value  at  6  per  cent. 

On  the  other  hand,  the  same  court  held  that  "It  is  as  easy 
to  compute  the  cash  value  of  the  dower  as  it  is  the  interest  on  a 
note  of  hand,  from  tables  which  ....  are  recognized  and  acted 
upon  by  all  courts." 

In  one  case  where  a  number  of  tables  were  introduced — North- 
ampton, Carlisle,  London,  Equitable  and  Wigglesworth — it  was 
held  that  "Such  tables  do  not  furnish  absolute  and  conclusive 
rules  ....  they  are  to  be  considered  along  with  the  circum- 
stances in  proof,  and  given  weight  accordingly";  and  in  another 
case  "Life  tables  are  not  the  most  satisfactory  evidence.  The 
average  expectancy  is  proper,  however,  for  consideration,  as  tend- 
ing in  some  degree,  at  least,  to  indicate  the  probable  continuation 
of  the  life  of  a  particular  individual." 

There  seems  to  be  here  a  field  for  profitable  effort,  in  developing 
appropriate  rules  and  more  consistent  practice  in  the  application 
of  life  and  interest  tables  to  the  solution  of  such  problems  as  are 
indicated  above.  I  offer  these  incomplete  suggestions,  hoping 
that  a  fruitful  discussion  will  follow. 

Mr.  Glover:  I  will  make  a  few  remarks  concerning  the 
principles  which  would  guide  me  in  choosing  the  mortality  table  to 
be  employed  in  valuing  a  life  estate.  In  the  first  place  I  realize 
that  the  employment  of  any  mortality  table  may  be  questioned 
in  making  such  calculations  and  am  aware  that  the  courts  have  so 
ruled  in  some  cases.  This  objection  is  probably  based  on  the  fact 
that  each  valuation  of  a  life  estate  is  considered  by  itself  and  not 
contemplated  as  one  of  an  aggregate  of  such  valuations.  Admit- 
ting, however,  the  legitimate  application  of  life  table  calculations, 
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J  should  say  that  we  must  take  into  account,  so  far  as  possible, 
the  status  of  tlie  life  tenant,  including,  in  addition  to  the  age, 
such  items  as  sex,  color,  residence,  and  occupation. 

For  example,  there  is  a  striking  difference  between  urban  and 
rural  mortality,  and  in  valuing  an  estate,  if  the  tenant  has  lived 
and  expects  to  continue  to  live  in  a  rural  community,  I  should 
use  the  rural  life  table  instead  of  the  general  table.  I  should  also 
use  the  female  table  to  value  a  life  estate  for  a  female. 

I  believe  population  life  tables  to  be  the  most  appropriate,  in 
most  cases,  for  such  calculations.  The  United  States  Life  Tables, 
which  have  just  appeared,  will  probably  be  found  more  serviceable 
than  tables  heretofore  employed  in  this  country  for  the  valuation 
of  life  estates,  because  of  the  representative  character  of  the  data 
upon  which  the  life  tables  are  based  and  the  variety  of  classi- 
fications of  the  population  shown. 

In  conclusion,  then,  in  valuing  a  life  estate,  unless  restricted 
by  statute,  I  would  employ  a  population  life  table  and  seek  out 
that  particular  one  which  most  nearly  represents  the  status  of  the 
life  upon  which  the  calculation  is  to  be  based. 

Mr.  Rietz:  As  has  already  been  indicated  by  previous 
speakers,  I  think  this  topic  can  be  discussed  profitably  from  each  of 
two  points  of  view.  It  may  be  discussed  from  the  point  of  view  of 
present  practice,  or  from  the  point  of  view  of  deciding  what 
tables  really  ought  to  be  used. 

In  reference  to  the  first  point  of  view,  the  most  striking  feature 
is  that  very  great  lack  of  uniformity  to  which  Mr.  Nitchie  has 
called  attention.  The  statutes  of  the  states  vary  all  the  way  from 
prescribing  specific  tables  of  mortality,  and  rates  of  interest  to  cases 
where  the  statutes  merely  state  that  the  probate  court  shall 
value  these  life  estates. 

The  Illinois  statutes  are  intermediate  in  that  they  merely  specify 
that  life  estates  shall  be  valued  on  the  basis  of  mortality  tables 
and  5  per  cent  interest  rate  {Illinois  Revised  Statutes  [Hurd],  1915- 
16,  chap.  120,  p.  2236,  §367).  There  seem  to  be  some  ten  or  a 
dozen  states  that  prescribe  tables  for  mortality.  These  states 
divide  the  honors  about  equally  among  the  American  Experience 
Table,  the  Actuaries'  or  Combined  Experience  Table,  and  the 
Carlisle  Table.  Curiously  enough,  as  Mr.  Nitchie  has  pointed 
out,  the  Supreme  Court  of  Massachusetts  adopted  for  a  long  time, 
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and  the  authorities  of  the  state  made  use  of,  the  Wigglesworth 
tables,  and  I  beUeve  it  was  the  practice  for  some  time  to  use  those 
tables  in  the  state  of  Illinois. 

In  reference  to  the  other  part  of  this  topic,  that  is,  on  the 
question  as  to  what  table  really  should  be  used,  let  me  say  that  in 
my  very  limited  experience  in  this  matter  I  have  had  to  value  a 
few  life  estates  with  no  table  prescribed.  I  have,  in  general,  used 
more  than  one  table,  but  laid  most  stress  on  a  table  denominated 
the  American  Life  Table,  which  is  published  in  the  System  and 
Tables  of  Life  Insurance  by  Meech,  pp.  255-70,  Tables  in  Part  II, 
1898  edition.  This  table  is  a  population  table,  formed  as  you  will 
probably  remember,  from  the  four  census  enumerations  from 
1830  to  i860,  inclusive.  This  table  is  said  to  have  been  formed  by 
methods  that  were  approved  by  the  highest  actuarial  authority, 
and  was  checked  against  the  census  of  1880. 

I  think  we  may  fairly  say,  however,  that  with  the  improve- 
ments in  the  collection  of  census  data  in  our  registration  states, 
we  shall  find  the  forthcoming  tables  by  Dr.  Glover — I  think  they 
are  to  be  called  United  States  Life  Tables — will  doubtless  furnish 
us  something  that  will  be  of  interest  in  connection  with  life  estates. 

Of  course,  it  is  a  debatable  question  as  to  whether  tables  can 
be  applied  in  equity  to  individuals.  In  this  connection,  let  us 
recall  that  if  a  person  with  a  life  estate  wished  to  purchase  a  life 
annuity  equal  to  the  income  in  question,  we  should  not  hesitate 
to  give  its  present  value.  When  the  valuation  of  a  life  estate  comes 
up  in  connection  with  taxation,  and  there  exists  a  certain  group  of 
persons  in  society  on  which  the  tax  is  to  be  levied,  we  have  perhaps 
no  special  information  as  to  the  mortahty  of  such  a  group,  but 
the  group  exists,  and  the  contention  that  it  is  unfair  to  individuals 
to  find  the  present  values  of  life  estates  by  the  use  of  certain 
mortality  tables  and  interest  rates  does  not  seem  to  me  to  be 
well  founded.  To  be  sure,  a  medical  test  might  be  applied  so  as 
to  leave  for  special  settlement  extreme  cases  of  invalidity  on 
the  part  of  the  person  with  a  life  estate.  But  I  am  not  quite  sure 
that  we  are  faced  in  the  right  direction  when  we  are  subdividing, 
and  subclassifying  the  group  of  persons  with  life  estates  to  any 
very  considerable  degree.  To  illustrate  from  insurance,  let  me  say 
that  I  have  a  feeling  that  life  insurance  business  has  been  con- 
ducted wisely  by  attempting  very  little  subclassification  of  the 
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group  to  which  appUcation  is  made.  While  some  sub-classificalion 
may  be  feasible  in  valuing  life  estates,  there  are  decided  practical 
difficulties  in  way  of  minute  classifications. 

Mr.  Anderson:  As  far  as  the  state  of  Wisconsin  is  concerned, 
the  question  of  choice  of  mortality  tables  in  computing  inheritance 
tax  values  came  into  prominence  in  1901  when  the  first  inheritance 
tax  law  was  enacted.  The  first  act  was  held  unconstitutional  on 
technical  grounds,  but  a  new  law  was  passed  in  1903,  which  with 
some  amendments  has  remained  in  force  up  to  the  present  time. 

When  I  came  to  the  Department  in  1907  I  found  a  large 
number  of  inheritance  tax  cases  awaiting  computation,  and  found 
this  rule  incorporated  in  the  statutes:  "The  present  value  of  the 
interests  of  the  several  beneficiaries  shall  be  computed  by  the 
rule  method  and  standard  of  mortality  and  interest  used  in  com- 
puting the  liabilities  of  life  insurance  companies,  except  that  the 
rate  of  interest  shall  be  5  per  cent." 

Naturally  I  began  looking  up  what  had  been  done  by  my 
predecessors.  Among  other  things  I  found  that  the  Commissioner 
of  Insurance  had  adopted  the  American  Table.  The  statute 
gave  him  that  power.  But  I  also  found  that  the  Supreme  Court 
had,  many  years  previous,  adopted  the  Northampton  Table  with 
6  per  cent  interest,  and  the  annuities  on  a  single  life  had  been  printed 
in  the  revised  statutes.  These  were  used  by  some  of  the  courts.  In 
1904  the  Supreme  Court  revised  its  Rules  and  adopted  the  Ameri- 
can Table  with  4I  per  cent  interest,  and  this  was  used  in  some  parts 
of  the  state.  In  some  courts  they  used  the  Expectancy  of  Life 
column,  which  appeared  in  the  rate-book  of  one  of  the  old  line 
companies,  and  some  courts,  notably  that  of  Milwaukee  County, 
sent  "Statements  of  Facts"  to  the  Insurance  Department  for 
computation. 

We  met  with  one  difficulty  on  account  of  the  language  of 
the  statute,  requiring  that  the  present  value  of  the  interests  of 
the  several  beneficiaries  were  to  be  computed  by  the  rule  method, 
etc.,  used  in  valuing  life  insurance  policies.  This  rule  we  inter- 
preted to  mean  that  annuities  should  be  valued  on  annuity  tables 
and  that  vested  remainders  should  be  valued  by  using  single  premi- 
ums for  pure  endowments. 

This  left  a  small  difference  between  the  sum  of  the  interests 
assigned  to  the  various  beneficiaries  and  the  appraised  value  of 
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the  estate,  and  the  courts  refused  to  accept  the  figures  on  that 
ground.  We  then  secured  an  amendment  to  the  law,  so  that 
the  vested  remainder  could  be  taken  as  the  difference  between  the 
present  value  of  the  annuities  and  the  appraised  value  of  the  estate. 
In  fact  the  law  now  requires  that  the  aggregate  of  the  values 
assigned  to  the  several  beneficiaries  shall  be  equal  to  the  appraised 
value  of  the  estate. 

At  the  time  of  the  passage  of  this  law,  the  American  Table 
did  not  go  below  age  ten;  consequently  a  provision  was  made  to 
authorize  the  Department  to  use  other  tables  when  it  was  found 
impractical  to  use  the  American.  Since  then,  Craig's  Extension 
became  available,  so  there  has  been  no  occasion  for  using  any  other 
table. 

As  far  as  our  experience  goes,  the  American  Table  has  been 
found  eminently  satisfactory'.  One  advantage  in  favor  of  the 
American  Table  is  that  there  are  in  print  more  of  the  derived 
tables  based  on  the  American  Table  than  on  any  other  table  now 
in  common  use. 

It  has  already  been  pointed  out  that  in  the  computation  of 
values  for  inheritance  tax  purposes,  there  is  no  question  of  profit, 
and  conversely  there  is  no  question  of  deficit,  or  of  adequacy  or 
inadequacy  or  premiums.  The  only  question  of  importance  is, 
How  can  the  tax  be  most  equitable  apportioned  among  the  several 
beneficiaries?  Usually  the  tax  rate  varies  according  to  relation- 
ship and  the  amount  involved.  The  use  of  one  mortality  table 
instead  of  another  might  throw  a  larger  or  smaller  amount  into 
the  group  subject  to  a  higher  or  a  lower  rate  as  the  case  might  be. 
Then,  too,  the  exemptions  are  usually  graded  according  to  relation- 
ship, so  that  the  use  of  this  or  that  table  might  throw  a  greater  or 
smaller  portion  of  the  estate  into  the  exempt  class.  But  as  far  as  I 
am  aware  there  has  never  been  a  complaint  filed,  either  verbal  or 
written,  on  that  account. 

If  an  estate  were  to  be  divided  immediately  among  the  bene- 
ficiaries on  the  basis  of  such  computations,  the  use  of  one  table  or 
another  might  lead  to  dispute  or  to  litigation  on  account  of  the 
differences  in  the  values,  but  no  such  case  has  thus  far  come  to  our 
attention. 

There  is  just  one  other  point  that  I  wish  to  touch  upon,  and 
that  is  the  matter  of  using  two  mortality  tables  (male  and  female) 
in  such  cases.     It  seems  to  me  that  this  is  not  practicable  for  the 


19 it) I  "Blue  Notes''  as  Ledger  Items  77 

reason  that  the  dilTerence  in  the  amount  of  taxes  imposed  would  be 
so  small  that  it  would  hardly  be  worth  while.  On  the  other  hand, 
if  the  Wisconsin  rule  that  the  aggregate  of  the  funds  assigned  must 
equal  the  appraised  value  of  the  estate  is  to  be  adhered  to,  it  would 
lead  to  unnecessary  compHcations  in  adjusting  the  differences 
without  any  compensating  advantage. 

Mr.  Nitchie:  Mr.  Anderson,  in  connection  with  that  recent 
amendment  of  the  Wisconsin  statute,  I  should  like  to  ask  if  you 
can  give  us  the  origin  of  Craig's  extension. 

Mr.  Anderson:  I  am  not  sure  that  I  can,  but  I  always 
understood  that  it  was  based  on  the  experience  of  the  Metropolitan 
with  industrial  insurance;   that  has  been  my  assumption. 

I  just  want  to  add  this,  which  I  forgot  a  minute  ago;  that  there 
are  tables — perhaps  you  are  as  fully  aware  of  it  as  I  am — there  is 
one  English  table,  I  believe,  purporting  to  show  the  probability 
of  remarriage  of  widows;  also  a  Dutch  table  of  the  same  kind. 

Mr.  Draper:  Mr.  President  and  gentlemen,  I  can  give  you 
some  of  the  facts  that  followed  the  graduation  of  the  American 
Table  to  age  i.  In  1900,  Massachusetts  passed  a  law  adopting 
the  American  Experience  Table,  and  it  became  necessary  for  the 
John  Hancock  and  Boston  Mutual,  and  some  other  of  the 
Massachusetts  companies  to  have  a  graduation  of  the  American 
Table.  I  made  the  first  graduation,  as  I  remember  it,  of  that  table 
using  graphic  methods  and  having  in  mind  principally  Fair's 
physical  health  table  No.  3. 

Mr.  Gore  made  an  extension,  and  then  Mr.  Craig  made  his 
extension,  and  Mr.  Smith,  the  late  actuary  of  the  John  Hancock, 
made  an  extension.  The  Massachusetts  department  for  a  short 
time  used  my  extension,  but  when  Mr.  Craig's  extension  was  given 
to  the  department,  and  because  of  the  fact  that  the  Metropolitan 
and  Prudential  companies  thought  it  a  little  more  desirable  in  its 
graduation,  it  was  the  one  eventually  used  by  all  of  the  companies 
interested  in  having  such  a  graduated  table. 

ADVISABILITY  OF   CARRYING  THE  SO-CALLED   "BLUE  NOTES" 

FOR   EXTENSION   OF    PAYMENT   OF    PREMIUMS    AS 

LEDGER  ITEMS 

Mr.  Seitz:  The  interpretation  of  the  topic  from  my  point 
of  view  is  that  it  shall  include  the  extension  of  premium  payment 
on  all  premiums  due  after  the  first  premium  of  the  policy,  regard- 
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less  of  whether  the  policy  has  a  sufficient  cash  value  to  protect 
the  company  for  the  amount  of  the  note.  I  have  further  inter- 
preted the  topic  to  mean  that  the  advisability  of  treating  the 
premium  notes  as  noted  might  be  circumscribed  by  either  a  legal 
point  of  view  or  a  practical  point  of  view. 

With  premium  extension  notes  treated  as  a  ledger  item  it 
follows  that  the  premium  account  would  be  credited  with  the 
full  premium  and  that  a  premium  note  account  would  be  charged 
with  such  amount  as  represented  in  the  arrangements  for  extension 
of  premium  payment.  The  amount  of  a  premium  extension  note 
may  or  may  not  be  for  the  full  amount  of  the  premium,  depending 
upon  the  cash  value  of  the  policy.  The  practice  of  the  Security 
Life  is  to  exact  cash  if  the  policy  does  not  have  value  sufficient 
to  protect  the  company  for  the  risk  during  the  period  of  extension. 
The  cash  payment  is  based  upon  our  monthly  short  term  insurance 
rate,  being  one  and  one-half  times  such  monthly  rate.  If  the 
premium  be  quarterly,  the  cash  is  equivalent  to  the  modified 
short-term  rate  for  sixty  days.  If  the  premium  be  semiannual, 
the  cash  payment  will  be  on  the  basis  of  three  months  of  short- 
term  insurance,  and  if  the  premium  be  annual,  two  notes  will 
be  given,  one  for  three  months  and  one  for  six  months  with  the 
cash  required  based  upon  three  months  of  short-term  insurance. 

Assuming  the  premium  extension  note  be  received,  the  details 
of  the  note  will  be  entered  in  a  premium  note  register.  The 
various  cards  which  are  supposed  to  give  full  detail  of  the  indi- 
vidual policy  would  show  upon  it  the  date  of  the  arrangement  of 
the  payment  for  premium,  the  amount  of  the  premium,  and  follow- 
ing such  amount  of  premium  the  number  of  the  premium  extension 
note.  The  premium  note  register  will  have  all  entries  in  regard  to 
partial  payment  of  principle  and  payment  of  interest  together 
with  the  data  concerning  any  further  extension  of  the  note.  If 
the  premium  extension  note  be  fully  paid  the  date  of  final  payment 
is  written  with  red  ink  upon  the  cards  giving  the  individual  history 
of  the  policy. 

If  the  premium  note  be  unpaid  or  if  there  be  a  portion  unpaid 
the  details  of  the  amount  voided  by  lapse  are  shown  in  the  note 
register,  and  on  the  card  giving  individual  history  of  the  policy  is  a 
complete  notation  as  to  date  when  the  policy  either  became  null 
and  void  or  changed  to  some  non-forfeiture  value. 
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It  is  the  experience  with  premium  extension  notes  that  a  large 
number  have  partial  payments  made  thereon;  also  extension  of 
their  payment  is  frequently  requested.  If  the  notes  were  not 
handled  as  ledger  items  it  would  be  required  that  the  details  in 
regard  to  partial  payments  and  extensions  be  made  upon  the 
record  for  the  individual  policy.  Since  the  size  of  the  card  for  such 
record  is  limited  for  convenient  office  use,  it  is  my  opinion  that 
an  advantage  exists  in  treating  the  notes  as  ledger  items  for  the 
purpose  of  keeping  a  more  concise  record  upon  the  individual 
policy  card.  With  the  premium  extension  note  as  a  ledger  item 
no  record  is  to  be  kept  of  the  extended  amount  of  the  premium  as  a 
deferred  premium. 

It  might  be  suggested  that  the  carrying  of  premium  notes 
on  the  ledger  would  have  an  offsetting  effect  to  the  provision  in  the 
note  that  it  is  an  extension  of  premium.  I  do  not  believe  that 
it  would  have  this  effect,  since  the  actual  bookkeeping  entries 
do  not  of  themselves  create  the  legal  status  of  the  data  considered. 
The  wording  of  a  premium  note  would  be  considered  the  basis  of 
the  arrangement  for  payment  of  premium,  and  the  handling  of 
the  premium  note  as  a  ledger  item  would  strictly  be  considered 
as  an  office  convenience. 

One  disadvantage  will  be  mentioned  against  the  advisability 
of  treating  the  notes  as  ledger  items,  and  it  might  as  well  be  acknowl- 
edged here.  It  is  the  payment  of  taxes  in  certain  states  or  in 
municipalities  on  such  notes  as  are  marked  voided  by  lapse. 
There  would,  however,  be  no  tax  under  the  federal  income  law, 
since  premium  notes  voided  by  lapse  are  deductable  from  the 
income. 

L.\CK  OF  UNIFORMITY  IN  REPORTING  ON  "PAID-FOR  BASIS" 

Mr.  Buttolph:  I  have  very  little  to  say  on  this  subject; 
practically  all  I  can  say  is  that  my  experience  has  shown  me  that 
the  various  companies  have  a  wide  divergence  of  opinion  on  what 
paid-for  basis  really  is;  and  I  also  have  to  say  that  the  question 
of  a  paid-for  basis  has  nothing  whatever  to  do  with  the  linancial 
statement  of  a  life  insurance  company.  Some  of  the  insurance 
departments  try  to  force  upon  the  companies  a  modification  of 
the  financial  statement  upon  what  the\'  term  a  paid-for  basis. 
How  those  departments  can  send   out  a  blank  with   the  jurat 
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attached,  which  is  attached  to  all  of  the  convention  statements, 
and  then  ask  you  to  modify  your  reserve  by  leaving  out  of  the 
calculation,  reserve  on  all  policies  that  you  don't  absolutely  know 
have  been  paid  for,  passes  my  comprehension,  and  if  I  were  an 
official  of  a  life  insurance  company  required  to  sign  one  of  those 
affidavits  I  certainly  should  refuse  to  do  it  upon  that  basis,  at 
least  without  some  sort  of  interlineation.  There  is  just  this  one 
suggestion  that  I  should  like  to  make  to  the  Committee  on  Blanks 
if  it  were  here,  and  that  is  that  it  tell  us  what  a  paid-for  basis  is. 

It  seems  to  me  that  uniformity  in  life  insurance  reports  is 
highly  desirable.  We  are  not  getting  it  in  this  paid-for  proposition, 
and  if  the  Committee  on  Blanks  would  add  to  the  blank  a  note 
defining  paid-for  basis,  telling  how  it  is  expected  to  be  handled, 
and  then  permit  us  to  interline  the  affidavit  so  that  it  would  be 
telling  the  truth,  I  don't  know  that  there  would  be  any  particular 
objection  to  following  its  ideas  in  the  matter.  But  at  the  present 
time  reports  made  to  some  of  the  state  departments  either  are 
sworn  falsehoods,  or  they  are  made  in  defiance  of  the  ruling  of  the 
commissioner. 

Mr.  Graham:  I  have  but  little  to  say  on  this  subject.  It 
may  interest  you  to  know  that  Missouri  has  recently  adopted  the 
scheme  of  adding  the  words  "paid-for"  to  the  reserve  item  and 
also  to  the  outstanding  premium  item,  so  that  we  are  not  in  any 
doubt  as  to  what  the  Missouri  department  wants  of  us.  Illinois, 
as  most  of  you  know,  has  always  called  for  this  information  on  a 
written  basis. 

One  disadvantage  of  these  two  different  methods  is  that  a 
company  doing  business  in  both  states  has  to  have  two  separate 
certificates  of  valuation  furnished  by  the  state  insurance  depart- 
ment. I  understand  that  this  paid-for  basis  was  introduced 
originally  to  overcome  a  situation  that  has  since  pretty  largely 
disappeared.  Some  companies  had  been  padding  their  business 
and  carrying  in  their  insurance  account  a  great  quantity  of  written 
business  that  never  was  paid  for.  The  evil  was  not  so  much  in 
swelhng  the  amount  of  insurance  that  the  company  reported  in 
force,  as  in  the  swelling  of  the  assets.  But  that  objection  has  been 
overcome  by  the  departments  requiring  an  accurate  reporting  of 
admitted  assets,  and  I  think  so  long  as  the  non-admitted  assets — 
I  am  referring  to  the  excess  of  the  net  uncollected  and  deferred 
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premiums,  notes  and  loans,  o\-er  the  reserve — are  correctly  com- 
puted the  preferable  way  would  be  to  have  the  schedules  of  assets 
and  liabilities  made  up  on  a  written  basis. 

Mr.  Carr:  Just  a  moment  in  referring  to  the  statement  of 
Mr.  Buttolph  about  making  affidavit  to  a  statement.  I  agree  that 
I  could  not  make  an  unqualified  oath  to  a  financial  statement  in 
the  form  that  some  departments  require,  but  can  see  no  objection 
to  furnishing  such  department  with  a  schedule  indicating  the 
changes  necessary  to  be  made,  in  order  to  meet  its  requirements,  in 
the  figures  in  the  statement  sworn  to  and  filed  in  all  departments. 
I  believe  the  same  principles  to  be  involved  in  the  refusal  to  comply 
with  the  demand  made  by  one  department  that  a  certain  company 
amend  its  statement  on  file  to  show  the  same  figures  as  shown  in  the 
report  of  an  official  examination  covering  the  same  period  as  the 
statement.  This  refusal  was  acquiesced  in  by  the  department  in 
question  for  the  stated  reason  that  the  Examiner's  report  made  a 
more  favorable  showing  for  the  company  than  its  own  statement. 
But  had  conditions  been  otherwise,  the  same  reasons  for  refusal 
would  have  applied.  We  have  a  standard  form  Certificate  of 
Valuation  in  our  state  and  it  has  always  been  accepted  in  Missouri. 

Mr.  Buttolph:  That  certificate  should  say  " on  all  outstand- 
ing business." 

Mr.  Carr:     Yes,  "on  all  outstanding  policies." 

THE  WAR  CLAUSE 

a)  .ADVISABILITY  OF  INCORPORATING  A  WAR  CLAUSE  IN  POLICIES. 

b)  WHAT  IS  THE  BEST  FORM  OF  WAR  CLAUSE  ? 

Mr.  Portch:  The  laws  of  many  states  now  require  that  a 
policy  of  life  insurance  be  incontestable  after  a  period  of  not  more 
than  two  years,  "except  for  non-payment  of  premiums  and  except 
for  violations  of  the  conditions  of  the  policy  relating  to  naval  or 
military  service  in  time  of  war."  The  inference  is  that  a  policy 
may  contain  restrictive  provisions  covering  such  service  and, 
further,  that  the  nature  of  these  restrictions  may  be  determined 
by  the  company  issuing  the  policy. 

Since  these  restrictive  provisions  are  popularly  known  as  "war 
clauses,"  we  may  use  that  designation  for  the  sake  of  simplicity. 

Under  the  law  as  quoted,  a  company  would  undoubtedly  have 
authority  to  issue  policies  providing  that  the  same  would  become 
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entirely  void  if  the  insured  at  any  time  engages  or  takes  part  in 
such  servdce.  This,  however,  would  amount  to  confiscation  of  the 
cash  surrender  value,  if  any,  and  except  in  policies  of  term  in- 
surance would  be  an  indefensible  provision.  Several  companies  in 
this  countr}-  have  adopted  a  provision  that  is  apparently  of  this 
nature,  applicable  if  such  service  is  undertaken  "without  the  written 
consent  of  the  company."  Although  probably  no  confiscation  is 
intended  under  these  clauses,  the  implication  is  that  it  may  be 
enforced  in  the  event  of  the  insured's  failure  to  apply  for  the 
company's  consent  or  in  event  such  consent  is  refused.  This 
class  of  war  clause  cannot  be  too  strongly  condemned. 

It  will  readily  be  admitted  that  the  regular  premiums  charged 
by  life  insurance  companies  do  not  contemplate  the  risk  of  war 
service.  This  applies  both  to  participating  and  non-participating 
insurance.  During  the  last  quarter-centurv'  policies  have  been 
generally  issued  in  this  country  without  war  clauses,  not  because 
the  premiums  charged  were  considered  sufficient  to  cover  this 
risk,  but  because  the  companies  assumed  that  world  conditions 
were  such  that  no  great  war  could  occur  in  the  future.  How  sadly 
mistaken  was  this  assumption,  we  all  know. 

We  cannot  correct  the  policies  heretofore  issued,  but  it  would 
seem  imperative  to  make  suitable  provision  in  future  issues. 

Some  insurance  men  claim  that  the  premiums  now  charged  by 
the  majority  of  participating  companies  contain  a  loading  suflRcient 
to  cover  future  war  hazards.  This  may  possibly  be  true,  taking 
all  policies  into  consideration,  and  the  company  by  reducing 
all  policy  dividends  or  refunds  might  obtain  a  fund  sufiicient 
to  cover  war  losses.  But  the  equity  of  such  a  procedure  is  ex- 
tremely doubtful.  If  we  assume  that  the  war  risk  is  a  special  one, 
it  should  be  charged  if  possible  only  against  such  policy  holders 
as  incur  that  risk.  Surely  a  company  that  charges  Sy .  50  per 
$1,000  extra  premium  against  individual  policy  holders  because 
they  are  engaged  in  the  occupation  of  locomotive  engineer,  could 
scarcely  justify  the  spreading  of  the  much  greater  extra  premiums 
required  for  war  service  over  all  policy  holders,  whether  engaged 
in  such  service  or  not. 

A  similar  error,  but  in  the  opposite  direction,  is  involved  in 
charging  the  extra  premium,  by  lien  or  otherwise,  only  against 
those  who  die  by  reason  of  war  service.     This  is  an  evident  violation 
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of  the  fundamental  principle  of  insurance,  that  losses  must  be 
shared  by  all  who  incur  the  risk.  Furthermore,  if  the  extra  charge 
is  adequate  and  is  equitably  levied,  this  method  resolves  itself  into 
the  absurdity  of  each  man  paying  his  own  death  claim. 

A  proper  war  clause  would  seem  to  require  the  following  dis- 
tinct provisions:  (i)  that  the  insured  may  engage  or  take  part  in 
military  or  naval  service  in  time  of  war,  by  making  written  applica- 
tion to  the  company  prior  to  such  service  and  by  paying  such  extra 
premium  as  the  company  may  require;  (2)  that  in  event  the 
insured  engages  or  takes  part  in  such  service  without  payment  of 
the  required  extra  premium,  the  company  shall  be  relieved  of  the 
net  amount  at  risk  of  death;  that  is,  the  sum  insured  under  the 
policy  shall  automatically  be  reduced  to  the  amount  of  reserve. 

As  a  matter  of  practical  convenience,  it  may  be  desirable 
to  substitute  gross  premiums  for  reserve  during  the  contestable 
period  of  the  policy.  It  will  also  be  evident  that  the  cash  surrender 
value  may  be  substituted  for  the  reserve  without  making  any 
material  change.  Also,  it  may  not  be  necessary  to  require  payment 
of  extra  premium  in  cash,  but  a  loan  certificate  or  lien  may  be 
taken,  provided  the  loan  value  of  the  policy  is  sufficient. 

Some  pohcies  are  now  being  issued  with  war  clauses  that 
cover  only  section  (i)  above  and  entirely  fail  to  cover  section  (2). 
This  is  evidently  a  serious  omission,  because  it  makes  no  provision 
for  the  case  where  the  insured  fails  to  pay  the  extra  premium.  All 
of  such  policies,  of  course,  contain  the  usual  provision  covering 
default  in  payment  of  regular  premiums,  but  it  is  believed  that 
such  provision  would  not  be  considered  applicable  to  extra  premi- 
ums, and  even  if  applicable  would  be  unsuitable  to  the  circum- 
stances. 

We  may  now  inquire  regarding  the  amount  of  an  adequate 
extra  premium.  Certain  policy  provisions  now  in  use  fix  this 
charge  in  advance  at  amounts  varying  from  $30  to  $100  per  $1,000 
of  insurance.  For  the  reasons  stated  below,  I  have  formed  the 
conviction  that  at  the  present  time  it  is  a  grave  error  to  fix  the 
amount  of  extra  premium  much  in  advance  of  the  term  for  which 
the  charge  is  to  be  made. 

In  the  first  place,  we  have  no  statistics  covering  the  mortality 
in  a  war  where  conditions  were  similar  to  those  surrounding 
the  present  war.     It  may  therefore  be  assumed  that  our  existing 
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information  on  this  subject  will  not  apply  to  any  future  war.  The 
extra  premium  charged  should  undoubtedly  take  account  as  com- 
pletely as  possible  of  the  special  circumstances  of  the  war  for  which 
it  is  charged.  Another  factor  not  heretofore  considered,  and 
perhaps  a  factor  that  cannot  be  considered  practically,  is  that  the 
extra  premium  should  vary  with  the  net  amount  at  risk  under  the 
policy  involved.  For  example,  it  is  unfair  to  charge  the  same  extra 
premium  to  a  man  carrying  an  endowment  of  several  years'  dura- 
tion as  to  a  man  carrying  a  term  policy. 

The  inadequacy  of  the  extra  premiums  of  $30  to  $100  men- 
tioned above  is  indicated  by  the  following  figures  taken  from  Sir 
Max  Aitken's  book,  Canada  in  Flanders.  They  refer  to  the  casual- 
ties of  the  First  Canadian  Division  up'to  December  i,  1915.  As 
this  division  landed  in  France  early  in  February,  191 5,  these  figures 
may  be  considered  as  covering  ten  months  of  actual  war  service. 

Killed  in  action i,777 

Died  from  wounds 742 

Died  from  disease 108 

Total  deaths 2,627 

Wounded 7,484 

Prisoners i  ,303 

Missing 996      9,783 

Total  casualties 12,410 

Assuming  that  20,000  men  were  exposed,  and  that  no  deaths  will 
occur  among  the  prisoners  or  missing,  it  will  be  seen  that  the 
immediate  death-rate  in  this  division  was  over  15  per  cent  per 
annum.  When  we  consider  the  proportion  of  men  recorded  as 
"missing ' '  who  may  be  dead,  and  also  the  proportion  of  ' '  wounded ' ' 
whose  deaths  will  be  caused  by  their  wounds,  this  percentage  will 
be  materially  increased.  This  percentage  is  not  quoted  as  repre- 
senting a  fair  average  mortality  in  the  present  war  or  any  other. 
It  may,  however,  indicate  the  danger  of  attempting  to  fix  the 
amount  of  extra  premium  in  advance. 

One  or  two  minor  points  may  be  referred  to  in  closing.  Broad 
as  the  law  now  is,  it  is  questionable  if  the  wording  "in  time  of 
war"  is  adequate  as  covering  hazardous  naval  and  military  service. 
For  example,  the  present  military  expedition  of  the  United  States 
into  Mexico  cannot  strictly  be  considered  as  coming  under  this 
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wording,  because  no  declaration  of  war  has  been  made,  and  it  is 
very  improbable  that  any  of  the  war  clauses  now  in  use  would  cover 
the  case  of  an  insured  engaged  in  this  expedition. 

Again,  special  care  should  evidently  be  taken  in  drafting  a 
war  clause  for  policies  that  contain  a  Disability  Benefit.  Giving 
due  consideration  to  the  probable  permanent  effects  of  war  service 
upon  the  soldiers  who  survive  the  war,  it  would  seem  that  pro- 
vision should  be  made  for  the  automatic  cancellation  of  all  Disabil- 
ity Benefits  when  war  service  is  undertaken  by  the  insured. 

As  a  very  small  point,  I  would  question  the  use  of  the  word 
"engage"  in  a  war  clause  unless  suitably  qualified.  The  definition 
of  this  word,  as  found  in  the  dictionary,  indicates  that  it  might 
possibly  be  construed  as  the  act  of  becoming  bound  or  enlisting 
for  service.  I  therefore  suggest  the  use  of  the  phrase  "engage 
or  take  part,"  in  order  to  make  certain  that  a  war  clause  will  not 
be  construed  as  referring  only  to  the  act  and  time  of  enlistment. 

Mr.  Pattison:  In  considering  part  a)  of  this  topic  we  have 
practically  to  make  a  guess  as  to  the  probability  of  this  country's 
engaging  in  a  war  of  sufiicient  magnitude  to  affect  the  life  insur- 
ance business. 

If  we  were  certain  that  this  country  was  never  going  to  engage 
in  a  great  war,  our  problem  would  be  solved;  we  should  need  no 
war  clause.  That  was  the  view  which  the  companies  two  years  ago 
held  generally;  they  unquestionably  must  have  held  this  view, 
else  they  would  have  made  some  provision  for  protecting  them- 
selves in  the  case  of  a  great  national  calamity  similar  to  the  one 
which  has  occurred  in  Europe.  It  is  my  opinion  that  it  is  within 
the  bounds  of  possibility  that  this  country  might  be  engaged  in  a 
very  serious  national  war  within  the  next  quarter  of  a  century. 
The  modern  war  does  not  hang  on  the  horizon  for  very  long,  but 
starts  with  a  terrific  suddenness,  and  it  would  be  very  difficult  at  the 
present  time  accurately  to  predict  the  events  of  the  next  twenty- 
five  years.  There  would  not  be  such  a  strong  agitation  for  national 
preparedness  did  not  the  public  feel  that  a  war  with  some  foreign 
power  was  not  an  unlikely  event.  The  effect  which  a  small  war 
would  have  ore  a  life  insurance  company  of  this  country  would  be 
comparatively  small,  but  the  effect  of  a  war  of  the  magnitude 
of  the  European  war,  if  fought  on  this  continent,  would  be  tre- 
mendous, and  unless  a  company  were  backed  up  by  an  overwhelm- 
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ing  capital  and  surplus,  it  might  find  itself  in  a  very-  embarrassing 
position  did  it  not  have  some  form  of  protection  in  its  policies. 

In  England,  practically  all  of  the  companies  were  old  companies, 
holding  large  surplus  funds,  and  most  of  them  charged  a  participa- 
ting premium.  They  were  in  a  position  to  withstand  a  war  of  this 
kind.  I  have  been  given  to  understand  that  a  number  of  companies 
in  England  have  suffered  ver>^  heaw  losses.  I  have  no  figures  on 
the  subject  at  all,  but  it  would  seem  rather  probable  that  this  would 
be  the  case. 

A  lot  of  companies  in  the  Central  West  are  not  in  the  same 
position  as  the  big  English  companies,  and  it  would  behoove  them 
to  make  some  attempt  to  forestall  a  possible  danger  of  this  kind.  I 
believe  that  it  is  essential  that  the  life  of  the  company  should  be 
preserved,  and  that  we  should  not  endanger  all  our  policy-holders 
for  the  sake  of  granting  an  extra  benefit  in  the  event  of  war.  We 
have  heard  the  question  asked:  Is  the  war  risk  one  which  should 
be  assumed  by  the  life  insurance  company?  In  answering  this 
question  we  must  ask  ourselves,  Can  we  measure  this  risk  ?  Two 
years  ago,  we  thought  we  could.  There  were  a  number  of  pub- 
lished statistics  on  war  mortality.  One  which  I  can  recollect 
at  this  moment  was  the  experience  of  the  different  companies  in 
South  Africa  during  the  South  African  war.  There  are  a  number 
of  papers  on  this  subject  in  the  different  journals  and  transactions. 
These  papers  show  the  war  hazard  to  be  a  comparatively  small 
one  from  a  life  insurance  standpoint. 

I  believe  that  these  conclusions  are  not  in  conformity  with  the 
actual  facts  in  the  case,  as  brought  out  by  the  recent  events  in 
Europe.  I  believe  that  it  is  impossible  in  advance  to  measure 
the  extent  of  the  mortality  which  may  occur  in  any  possible 
future  war.  We  have  no  means  of  knowing  more  than  twelve 
months  ahead  the  conditions  under  which  a  future  war  will  be 
fought. 

It  is  my  opinion  that  a  life  insurance  company  should  assume 
ever\'  risk  which  it  possibly  can,  and  broaden  its  policies  as  far  as 
possible,  but  it  should  not  so  broaden  its  policies  as  to  run  the  risk 
of  endangering  the  company  as  a  whole.  I  believe  that  is  what  we 
are  doing  when  we  omit  a  war  clause  from  our  policies.  I  believe 
that  if  we  place  a  clause  of  this  kind  in  our  policies  we  should  place 
it  there  with  but  one  object:  that  of  protecting  the  company  in  the 
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event  of  a  calamity  such  as  a  large  war.  I  do  not  believe  it  should 
be  intended  to  cover  the  small  war  or  the  expedition  into  Mexico, 
if  you  will,  because  the  extra  mortality  incident  to  events  of  that 
kind  is  so  small  that  the  company  could  afford  to  pay  the  claims 
without  raising  the  question.  It  would  be  good  policy  on  the  part 
of  the  companies  if  they  were  to  pay  in  full  all  claims  incurred  on 
account  of  the  present  disturbance  at  the  border,  even  though  there 
were  a  war  clause  in  some  of  the  policies.  The  only  object  to  my 
mind  in  putting  a  clause  of  this  kind  in  our  policies  would  be  to 
protect  the  company  in  the  event  of  a  very  heavy  mortality  from 
this  source. 

In  considering  the  advisability  of  putting  clauses  of  this  kind 
in  our  policies  we  have  to  take  the  agent  or  sales  force  into  account. 
I  may  state  that  our  company  recently  decided  to  put  a  war  clause 
in  all  our  policies,  reprinting  our  entire  stock  of  policy  forms.  We 
put  this  into  effect  some  three  months  ago  and  had  no  difficulty 
whatever  with  our  agents  on  the  question.  They  were  all  very 
reasonable  about  it,  and  I  can  confidently  state  that  we  have  not 
lost  one  prospect  on  account  of  that  clause  in  our  policies.  Some 
of  our  agents  even  claim  that  it  is  of  advantage  to  them,  as  policy 
holders  themselves  would  ask  them,  "What  would  the  company  do 
in  the  event  of  a  great  war  ?  " 

I  pass  now  to  part  b),  "What  is  the  best  form  of  war  clause  ? " 
In  framing  a  war  clause  we  must  take  the  previous  considerations 
into  account.  The  clause  should  be  such  as  to  protect  the  com- 
pany from  a  calamity.  It  should  not  be  such,  if  possible,  as  to  form 
an  annoyance  in  the  conduct  of  the  company's  business. 

I  have  in  mind  a  war  clause  which  I  have  seen  that  provides  that 
in  the  event  of  the  insured  engaging  in  military  service  in  time  of 
war,  he  shall  notify  the  company  and  pay  an  extra  premium  of  $50 
per  thousand,  and  that  if  he  fails  to  notify  the  company,  this  extra 
premium  shall  automatically  become  a  lien  against  the  policy.  The 
effect  of  this  clause  would  be  bad.  It  would  not  accomplish  the 
object  for  which  it  had  been  intended,  because  the  insured  would 
understand  by  reading  this  clause  that  he  did  not  necessarily  have 
to  notify  the  company.  The  consequence  would  be  that  the  com- 
]5any  would  receive  $50  on  every  policy  on  which  it  paid  a  war 
claim,  and  that  would  be  the  only  $50  it  would  receive.  A  clause 
of  this  kind  would  not  protect  the  company  at  all. 
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I  thoroughly  agree  with  the  previous  speaker  that  we  should  not 
be  justified  in  forfeiting  the  entire  policy  in  the  event  of  war, 
and  that  the  insured  is  certainly  entitled  to  his  equity  in  his  poHcy; 
the  cash  surrender  value,  or  the  reserve. 

Mr.  Beckett:  I  am  glad  to  hear  two  of  Mr.  Portch's  sug- 
gestions; first,  to  base  the  premium  on  the  net  amount  at  risk,  and 
second,  to  make  a  provision  for  maximum  charge,  leaving  the  com- 
pany free  to  make  an  exact  charge  as  conditions  might  justify, 
but  not  in  excess  of  the  fixed  maximum. 

Our  Canadian  policies  provide  for  a  charge  not  to  exceed  $ioo 
per  annum  on  the  net  amount  at  risk.  Just  at  this  time  we  are 
charging  Canadian  policy  holders  S50  annual  extra  premium  on  the 
net  amount  at  risk. 

The  statistics  given  by  Mr.  Portch  as  to  mortality  would  not,  in 
all  likelihood,  apply  under  present  conditions.  The  practice  of 
sending  in  whole  Canadian  regiments  was  discontinued  a  year  and 
a  half  ago.  The  reserves  are  now  sent  in  to  fill  the  places  along 
the  line,  and  the  fit  men  are  selected  to  supply  vacancies  as  they 
occur. 

Mr.  Bo\\\Erm.\n:  Webb's  Policyholders'  Digest  in  the  1916 
edition  gives  the  statistics  on  this  subject  for  222  different  com- 
panies, and  149  of  these  require  no  permission  to  engage  in  war 
and  charge  no  extra  premium  on  that  account;  56  always  require 
permission  in  case  of  war  and  always  charge  an  extra  premium; 
and  15  have  restrictions  for  periods  of  one,  two,  or  more  years. 

It  seems  to  me  that  it  would  be  more  satisfactory  to  policy 
holders  for  the  company  to  charge  an  extra  premium  to  cover  the 
extra  mortality  expected  in  the  event  of  their  engaging  in  war  than 
it  would  to  reduce  the  amount  payable  in  the  event  of  death  while 
engaged  in  war. 

One  reason  against  a  war  clause  which  limits  the  amount  pay- 
able in  the  event  of  death  while  engaged  in  war  is  that  the  public 
favors  unconditional  policies.  Policy  holders  feel  that  if  they 
pay  the  premiums  while  they  live  the  company  ought  to  pay  the 
proceeds  of  the  policy  when  they  die,  and  they  are  generally  willing 
to  pay  a  larger  premium  for  the  sake  of  feeling  certain  that  when 
they  die  the  policy  will  be  paid  without  any  question.  Another 
reason  against  a  war  clause  which  limits  the  amount  payable  in 
event  of  death  while  engaged  in  war  is  that  such  a  clause  might 
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have  a  tendency  to  discourage  patriotism  among  those  unable  to 
stand  the  restrictions. 

I  understand  that  the  city  of  Toronto,  Canada,  paid  one  or 
more  premiums  on  certain  Ufe  insurance  poHcies  which  were  taken 
out  on  the  Hves  of  its  citizens  who  went  to  Europe  to  engage  in 
the  present  European  war.  I  think  it  would  be  an  ideal  thing 
in  case  a  war  broke  out  in  the  United  States  for  the  United  States 
government  to  pay  the  extra  premiums  called  for  on  all  the  life 
insurance  policies  issued  on  the  lives  of  American  citizens  who  fight 
for  our  protection  and  the  preservation  of  our  rights  and  honor. 

The  following  is  the  war  clause  now  being  used  by  the  Lincoln 
National  Life  Insurance  Company,  of  Fort  Wayne,  Indiana. 

The  applicant  answers  the  following  question: 

Do  you  agree  that  any  policy  the  company  may  issue  upon  j'our  application 
shall  contain  the  following  clause? 

^Military  or  naval  service  in  time  of  war  is  a  risk  not  assumed  under  this 
policy  unless  a  written  permit  therefor  and  a  rate  of  extra  premium  to  be  fixed 
by  the  compan}'  shall  be  granted,  and  if  the  insured,  without  such  permit,  signed 
by  an  executive  officer  of  the  company,  shall  enter  or  be  engaged  in  any  military 
or  naval  service  in  time  of  war  and  dies  while  engaged  in  or  as  a  result  of  such 
service,  the  liability  of  the  company  under  this  policy  is  limited  to  the  amount 
of  the  full  legal  reserve  to  the  credit  of  the  policy.  In  the  event  of  the  insured's 
engaging  in  militar}-  or  naval  service  in  tirne  of  war,  or  if  as  a  civilian  he  engage 
in  any  allied  occupation  involving  an  association  \\\\.h.  military  or  naval  maneu- 
vers in  time  of  war,  no  disability  benefits  shall  thereafter  accrue  thereunder  and 
the  policy  premium  shall  be  thereafter  reduced  by  the  amount  charged  for  said 
<iisabilit3-  benefits. 

This  seems  to  be  quite  comprehensive  and  to  cover  a  number  of 
the  points  discussed  by  previous  speakers.  There  is  no  special 
premium  mentioned  in  this  clause,  and  that  avoids  the  objection 
made  by  Mr.  Pattison  of  quoting  a  rate  of  $50  a  thousand,  and 
the  rate  of  extra  premium  to  be  fixed  by  the  company  can  be 
adapted  to  the  particular  kind  of  war  in  which  the  man  is  likely 
to  be  engaged. 

Mr.  Seitz:  Several  war  clauses  were  submitted  at  a  recent 
local  state  convention  of  some  of  the  Wisconsin  companies.  One 
of  these  referred  to  military,  naval,  and  aerial  service,  and  my 
opinion  of  it  was  requested.  I  disapproved  the  suggestion  that  it 
would  be  necessar\^  to  have  aerial  service  in  contradistinction  to 
militarv  and  naval  service.     Since  then  I  have  thought  of  the 
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advisability  of  including  that  particular  phraseology,  due  particu- 
larly to  the  fact  that  there  seems  to  be  a  desire  on  the  part  of  those 
entering  aerial  service  to  make  that  part  a  distinct  service  of  the 
nation  under  their  own  commanders,  in  the  same  way  as  the  army 
and  navy. 

Mr.  Nitchie  :  I  may  mention  that  the  British  government  has 
now  separated  the  aerial  service  and  made  it  a  special  service,  sepa- 
rate and  distinct  from  the  navy  or  army. 
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PRESIDENT'S  ADDRESS 

During  the  past  year  there  has  been  no  retrogression  in  the 
activities  of  the  Institute.  You  have  been  advised,  through  the 
committees,  of  the  progress  of  the  plans  for  compiUng  the  experi- 
ence of  the  companies  for  the  purposes  of  the  New  Mortality 
Tables. 

Other  possible  activities  are  indicated  in  several  inquiries  which 
ha^•e  reached  us,  as  to  the  disposition  of  the  Institute  to  co-operate 
in  a  number  of  matters  of  public  service. 

These  matters  will  be  presented  to  you  later,  for  such  action  as 
may  seem  appropriate. 

It  is  to  be  regretted  that  another  change  in  the  office  of  Secre- 
tary has  become  necessary,  on  account  of  Mr.  Kine's  removal  to 
Hartford.  I  wish  to  acknowledge  his  very  capable  administration 
of  the  Secretary's  ofSce,  and  to  thank  Major  Carr  for  his  helpfulness 
in  tilling  the  vacancy. 

Similar  acknowledgments  are  due  to  the  Editor,  j\Ir.  Campbell, 
to  the  Librarian,  Mr.  Carter,  and  the  Treasurer,  Dr.  Rietz.  You 
all  know  how  faithful  these  officers  have  been.  In  connection  with 
the  work  of  the  Librarian  the  Institute  is  also  under  obligations 
to  the  National  Life  Insurance  Company,  for  its  courtesy  in 
housing  our  library,  which  occupies  considerable  space  in  the 
ofl&ce  of  their  actuary. 

At  the  request  of  the  Editor,  Mr.  Bowerman  has  very  kindly 
undertaken  the  preparation  of  a  complete  Index  to  the  Record, 
from  the  first  number  to  the  present  time,  which  will  probably 
appear  at  an  early  date. 

A  considerable  number  of  companies  have  been  added  to  our 
list  of  Contributing  Members.  I  think  that  the  benefits  of  this 
connection  are  reciprocal.  The  financial  assistance  and  the  partici- 
pation of  these  members  in  our  discussions  are  cordially  appreciated 
by  the  individual  members  of  the  Institute,  and,  on  the  other  hand, 
I  am  sure  that  the  advantages  derived  by  the  companies,  either 
directly  or  through  the  connection  of  their  actuaries  with  the 
Institute,  justify  such  participation  on  their  part. 
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Our  cities  are  adopting  the  convention  idea;  as  a  result  we 
have  received  several  invitations  in  respect  to  future  meetings  of 
the  Institute;  those  which  have  come  to  my  attention  are  from  the 
cities  of  Cincinnati,  New  York,  and  Chicago.  These  and  possibly 
others  which  have  reached  our  Secretary  will  be  presented  at  the 
proper  time. 

In  closing  my  term  as  President  I  desire  to  thank  the  members 
of  the  Institute,  and  particularly  those  who  have  served  on  its 
official  staff  and  committees,  for  loyal  and  efificient  co-operation, 
which  have  been  mainly  responsible  for  the  success  attending  the 
growth  of  this  Society. 


SYNOPSIS  OF  THE  MINUTES  OF  THE  ANNUAL 
MEETING,  JUNE  6  AND  7,  1916 

The  annual  meeting  of  the  Institute  convened  in  the  Ball 
Room  of  the  French  Lick  Hotel,  French  Lick,  Indiana,  at  10:30  A.M., 
Tuesday,  June  6,  the  following  members  responding  to  roll  call: 

FELLOWS 

Anderson,  Lewis  Albert  Morris,  William  Oscar 

Appleby,  Troy  Wilson  Nitchie,  Joseph  Howard 

Beckett,  Charles  Harrison  Pattison,  George  Benjamin 

Bowerman,  Judah  Philip  Portch,  Albert  Garfield 

Buttolph,  Henry  Wright  Rietz,  Henry  Lewis 

Cameron,  John  Campbell  Rietz,  Jacob  Charles 

Carr,  Carroll  Booth  Sanders,  George  White 

Dunlap,  Earl  Oglebay  Seitz,  Jacob  Charles 

Glover,  James  Waterman  Scott,  Martin  Rowley 

Graham,  George  Stookey,  Bert  J. 

Mead,  Franklin  Bush  Vineberg,  Harris  Eli 

Montgomery,  Paul  Vaughan  Webb,  Robert  Montague 

CONTRIBUTING  MEMBERS 

American  Central  Life  Ins.  Co. 

Central  Life  Ins.  Co.  of  Illinois S.  T.  Bradford,  Secy. 

Central  States  Life  Ins.  Co W.  H.  McBride 

Federal  Life  Ins.  Co L.  E.  Cavanaugh 

Franklin  Life  Ins.  Co A.  G.  Portch 

George  Washington  Life  Ins.  Co J.  P.  Bowerman 

Great  Southern  Life  Ins.  Co J.  C.  Cameron 

Illinois  Life  Ins.  Co B.J.  Stookey,  Asst.  Secy 

Indianapolis  Life  Ins.  Co E.  B.  Raub,  Vice-Pres. 

Intermediate  Life  Ins.  Co J.  F.  Baker,  Asst.  Secy. 
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Kansas  City  Life  Ins.  Co R.  M.  Webb 

La  Fayette  Life  Ins.  Co E.  R.  Marshall 

Lincoln  National  Life  Ins.  Co F.  B.  Mead 

Michigan  ^Mutual  Life  Ins.  Co G.  W.  Sanders 

Alissouri  State  Life  Ins.  Co George  Graham 

North  American  Life  Ins.  Co W.  O.  Morris 

Ohio  National  Life  Ins.  Co T.  W.  Appleby 

Peoria  Life  Ins.  Co G.  B.  Pattison 

Pittsburgh  Life  &  Trust  Co E.  O.  Dunlap 

Register  Life  Ins.  Co Mr.  Leitig 

Royal  Union  Mutual  Life  Ins.  Co M.  R.  Scott 

Security  Life  Ins.  Co J.  C.  Seitz 

The  American  Bankers  Life  Ins.  Co Mr.  Karstrom 

United  States  Annuity  &  Life  Ins.  Co Mr.  Shepherd 

Upon  motion  the  minutes  of  the  last  meeting  as  printed  in 
No.  10  of  the  Record  for  November,  1915,  were  approved. 

Upon  motion  the  regular  order  of  business  was  dispensed  with, 
such  matters  of  business  as  were  to  come  before  the  Institute  being 
made  a  special  order  for  the  Wednesday  morning  session.  After 
announcement  by  the  President  of  his  appointment  of  an  Auditing 
Committee,  the  Institute  proceeded  to  the  consideration  of  the 
papers  printed  elsewhere  in  the  Record. 

The  afternoon  session  convened  at  2:00  o'clock,  when  the 
President  announced  for  the  Board  of  Governors  that,  based  on 
the  Report  of  the  Examination  Committee,  Jacob  Charles  Rietz 
and  Shaflfner  Leonard  Phelps  had  become  Fellows  of  the  Institute 
and  Stanford  Z.  Rothschild  and  Clinton  O.  Shepherd  had  been 
enrolled  as  Associates. 

The  Institute  then  took  up  the  informal  discussions  of  the 
subjects  on  the  program,  adjourning  at  4:30  o'clock  for  the  annual 
dinner.  The  Institute  reconvened  at  8:30  o'clock,  continuing 
the  discussions  and  adjourning  at  11:15  o'clock. 

The  second  day's  session  was  called  to  order  by  the  President 
at  10:30  A.M.  The  Treasurer  presented  the  Financial  Report 
as  approved  by  the  Auditing  Committee. 

Mr.  Beckett,  chairman  of  the  Educational  Committee,  stated 
that  his  committee  had  no  report  to  make  additional  to  the  one 
that  had  been  printed  within  the  year.  Upon  motion  the  thanks 
of  the  Institute  were  unanimously  voted  to  this  committee  in 
recognition  of  the  excellent  results  of  its  labors  in  preparing  this 
report. 
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Mr.  Mead,  chairman  of  the  Committee  on  Motto,  reported  the 
result  of  a  preference  ballot  by  mail  for  the  selection  of  a  motto,  and 
upon  motion  this  report  was  laid  upon  the  table  until  after  the 
election  of  officers. 

Ofl&cers  for  the  ensuing  year  were  elected  as  shown  in  the 
schedule  of  oflficers  in  this  number  of  the  Record. 

In  the  absence  of  Chairman  Arnold  of  the  Committee  on  New 
Mortality  Investigation,  Mr.  Portch  presented  the  report  of  this 
committee. 

Mr.  Buttolph  of  the  Committee  on  Papers  stated  that  the 
papers  that  had  been  presented  constituted  the  report  of  that 
committee,  and  took  the  occasion  to  urge  that  proposed  papers  be 
submitted  to  the  committee  at  the  earliest  practicable  date. 

Mr.  Carr  of  the  Special  Committee  on  Revision  of  the  Consti- 
tution, appointed  at  the  previous  fall  meeting,  submitted  his  report. 
Upon  motion  it  was  ordered  that  the  recommendations  therein  be 
printed  or  mimeographed  and  submitted  by  the  Institute  to  each 
Fellow  as  proposed  amendments  to  the  Constitution,  to  be  acted 
upon  at  the  next  meeting  of  the  Institute. 

The  Librarian  submitted  his  report,  which,  upon  motion,  was 
approved. 

Mr.  Dunlap  submitted  the  report  of  the  Membership  Com- 
mittee, which  was  approved. 

A  letter  from  the  Editor  of  the  Record  was  read  in  which  he 
stated  that  he  had  no  report  to  make  other  than  to  express  his 
thanks  for  the  cordial  co-operation  given  him  by  all  interested 
in  the  preparation  of  the  last  issue. 

Upon  motion  of  Mr.  Buttolph,  the  following  amendment  to 
the  Constitution,  proposed  at  the  last  meeting  of  the  Institute, 
was  adopted: 

The  first  sentence  of  Article  xi  to  read:  "Contributing  Members  shall  be 
Legal  Reserve  Life  Insurance  Companies  applying  for  such  membership  and 
elected  thereto  b}'  a  majority  vote  of  the  Board  of  Governors." 

The  Report  of  the  Committee  on  Motto  was  then  taken  up,  and 
after  some  discussion  it  was  voted  to  continue  the  committee  and 
to  delay  final  action  on  the  selection  of  a  motto. 

Upon  motion  the  Institute  recommended  to  the  Board  of 
Governors  that  the  fall  meeting  of  the  Institute  be  held  in  the 
city  of  Chicago. 
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Mr.  Rietz  presented  a  communicalion  from  the  Pension  Laws 
Commission  of  the  state  of  llUnois  for  the  consideration  of  the 
Institute,  and  moved  that  the  matter  be  referred  to  the  Board  of 
Governors,  which  was  adopted. 

Mr.  Glover  presented  a  letter  in  reference  to  the  appointment 
of  a  committee  to  report  on  certain  phases  of  the  plan  of  the 
Carnegie  Foundation,  and  upon  his  motion  it  was  referred  to  the 
Board  of  Governors  for  its  consideration  and  such  action  as  it 
might  deem  appropriate. 

After  a  vote  of  thanks  to  the  retiring  President,  to  the  hotel, 
and  to  the  Committee  on  Arrangements,  the  Institute  at  1 1 :  30  a.m. 
adjourned,  subject  to  call. 
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REPORT  OF  TREASURER  OF  AMERICAN  INSTITUTE  OF 
ACTUARIES  FOR  THE  YEAR  ENDING  MAY  31,  1916 


Balance  on  hand,  May  29,  191 5 
Receipts:  May  29,  1915,  to  May  31,  J916 

Disbursements:  May  29,  1915,  to  May  31,  igi6 

Balance 

Checks  outstanding,  May  31,  1916    ... 

Bank  balance,  May  31,  1916 


$    30942 
1,657-95 


$1,067.37 
1,79558 

%    171-79 
0.00 


RECEIPTS 

DISBURSEMENTS 

Dues 

$1,365.00 

Postage         .... 

$    122.09 

From  sales  of  Record 

199.50 

Books 

88.65 

From  examination  fees 

85.10 

Lunches         .... 

70.50 

From  sales  of  reprints  . 

3-35 

Stationery     .... 

114.82 

From    one    unpresented    check 

Stenographic  service   . 

174.86 

dated  June  17,  1909 

5.00 

Printing         .... 

1,040.76 

Total 

$1,657  95 

Subscriptions 

30.42 
87.81 

Examination  proctors 

34-44 

Telegraph,  express,  and  unclassi 

- 

fied  items 

21.23 

Refunds         .... 

10.00 

Total 


$1,795-58 
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REPORT  OF  COMMITTEE  ON  NEW  MORTALITY 
INVESTIGATION 

To  the  President  and  Board  of  Governors  of  the  American  Institute 

of  Actuaries: 

Since  our  report  to  you  dated  July  21,  1915,  the  details  of  the 
procedure  to  be  followed  in  collecting  the  data  for  the  investigation 
have  been  carefully  worked  out  and  the  Rules  and  Instructions  are 
now  in  the  hands  of  the  companies  participating  in  the  investiga- 
tion. 

Preliminary  to  this  a  circular  letter  was  sent  on  December  28, 
1915,  to  each  of  the  companies  entitled  to  participate  under  the 
Rules  as  previously  adopted  by  the  three  committees,  with  a 
statement  inclosed  setting  forth  the  history  of  the  movement  for 
the  then  proposed  investigation,  the  tentative  plans  therefor,  and 
an  estimate  of  the  expenses,  with  a  request  that  the  company 
indicate  whether  or  not  it  was  willing  to  co-operate  in  furnishing 
data  and  bearing  its  share  of  the  expense  of  the  investigation. 

Under  the  Rules  70  United  States  companies  and  18  Canadian 
companies  were  entitled  to  participate.  The  United  States 
companies  that  indicated  their  desire  to  participate  represent 
96  per  cent  of  the  total  insurance  in  force  of  all  the  companies  in 
the  United  States  entitled  to  participate.  The  Canadian  com- 
panies indicating  their  wilHngness  to  participate  represent  82  per 
cent  of  the  total  insurance  in  force  of  all  the  Canadian  companies 
entitled  to  participate.  With  but  a  few  exceptions  the  companies 
throughout  the  West  and  South  that  were  eligible  to  participate 
indicated  their  wilhngness  to  do  so. 

After  the  companies  had  generally  indicated  that  they  would 
participate,  a  tentative  draft  of  the  Rules  and  Instructions  to  be 
followed  in  selecting,  preparing,  and  submitting  the  required  data 
was  worked  out  by  the  Committee  of  the  Actuarial  Society  of 
America  and  copies  thereof  sent  to  the  members  of  the  Insurance 
Commissioner's  Convention  Committee  and  of  this  Committee. 
Your  committee  held  a  meeting  in  Chicago  on  March  31  and  care- 
fully and  thoroughly  considered  this  tentative  draft  preparatory  to 
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attendance  at  the  meeting  of  the  three  committees  called  for 
April  6. 

A  meeting  of  the  three  committees  was  held  in  New  York 
City  April  6,  at  which  all  the  members  of  each  committee  were 
present  with  the  exception  of  Mr.  Orr  of  the  Insurance  Com- 
missioners' Convention  Committee  and  Mr.  Buttolph  of  our  com- 
mittee, who  was  unavoidably  prevented  from  attending  by  reason  of 
his  presence  being  required  in  a  pending  law  suit.  The  draft  of  the 
Rules  and  Instructions  was  taken  up  m  detail.  A  number  of 
suggested  changes  and  modifications  were  adopted,  including 
several  made  by  your  committee.  Rules  and  Instructions  govern- 
ing the  investigation  were  adopted,  with  the  understanding  that 
the  same  might  later  be  modified  in  minor  particulars  if  found 
necessary. 

In  due  course  the  Rules  and  Instructions  adopted  at  the 
meeting  of  April  6  were  forwarded  to  the  companies  that  indicated 
their  willingness  to  participate.  A  copy  of  the  Rules  and  Instruc- 
tions is  attached  hereto,  and  additional  copies  are  at  hand  for 
reference  by  any  members  who  may  be  interested  therein. 

It  is  expected  that  the  data  from  the  companies  participating 
will  be  in  the  hands  of  the  committee  by  October  31. 
Respectfully  submitted, 

Franklin  B.  Me.ad 

George  Graham 

a.  g.  portch 

H.  W.  Buttolph 

0.  J.  Arnold,  Chairman 
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-REPORT  OF  LIBRARIAN 

Sixty  cards,  representing  the  books  added  to  the  library  from 
January  i,  19 15,  to  April  i,  19 16,  were  printed  and  mailed  to  the 
members  last  April.  The  Library'  now  contains  all  of  the  books 
obtainable  that  are  mentioned  in  the  report  of  the  Educational 
Committee  recently  issued. 

Current  numbers  of  the  following  publications  were  received: 
American  Statistical  Association;  Insurance  Law  Journal;  Journal 
of  Accountancy;  Journal  of  the  Jnstitute  of  Actuaries;  Journal  of  the 
Institute  of  Actuaries'  Students'  Society;  Journal  of  the  Royal  Sta- 
tistical Society;  Proceedings  of  the  American  Life  Convention;  Pro- 
ceedings of  the  Association  of  Life  Insurance  Presidents;  Proceed- 
ings of  the  Casualty  Actuarial  and  Statistical  Society  of  America; 
Transactions  of  the  Actuarial  Society  of  America;  Transactions  of 
the  American  Mathematical  Society;  Transactions  of  the  Faculty 
of  Actuaries. 

Since  April,  when  the  last  index  cards  were  printed,  the  follow- 
ing books  have  been  received:  Catalogue  de  la  Bibliotheque  de 
r Utrecht,  7th  ed.;  Life  Insurance  for  Professors,  by  Charles  E. 
Brooks;  The  Mortality  from  Cancer  throughout  the  World,  by 
Frederick  L.  Hoffman,  presented  by  the  Prudential  Insurance 
Company. 

During  the  year  150  books  were  withdrawn  from  the  library, 
of  which  59  were  sent  to  members  outside  of  Chicago,  and  91  were 
withdrawn  by  members  living  in  Chicago. 
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REPORT  OF  THE  MEMBERSHIP  COMMITTEE 

To  the  President  and  Board  of  Governors  of  the  American  Institute 
of  Actuaries: 

We  have  to  report  that  since  the  fall  meeting  of  1915  we  have 
secured  applications  from  Contributing  Members  and  collected 
dues  for  the  year  beginning  June,  1916,  from  the  following  com- 
panies: 

Franklin  Life Springfield,  III. 

Register  Life Davenport,  la. 

American  Central Indianapolis,  Ind. 

Intermediate  Life Evansville,  Ind. 

Pacific  Mutual Los  Angeles,  Cal. 

Southwestern  Life Dallas,  Tex. 

Great  Southern  Life Houston,  Tex. 

It  may  not  be  out  of  place  to  add  that  the  Membership  Com- 
mittee, though  its  name  might  so  indicate,  is  not  charged  with  the 
responsibility  of  passing  on  the  qualifications  of  members.  Its 
duties  as  understood  by  the  Committee  are  to  stimulate  interest 
in  the  Institute  among  those  who  should  be  identified  with  it. 

Respectfully  submitted, 

E.  O.  DUNLAP 

O.  J.  Arnold,  Chairman 
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EXAMINATIONS   FOR  ADMISSION  TO  THE   CLASS  OF 

ASSOCIATE 

(SECTION  A) 

FIRST   PAPER 

1.  Find  X  and  F,  given  A'X^B'Y ^2AB{A-^B) 
B  {2A+B)X-\-A{A-^2B)Y  =  Ai+A'B+AB'+BK 

2.  Sum  the  series: 

1  —  2+3—4+5 to  N  terms,     (a)  N  being  even, 

(b)  X  being  odd. 

3.  Sum  the  series: 
i-2R-h3R'-4R^ -2nR"'-\ 

4.  Having  computed  a  system  of  logarithms  to  Base  A,  deduce 
therefrom  a  system  to  Base  B. 

5.  Define  the  terms  "Permutation"  and  "Combination." 

6.  Express  „Pr  in  terms  of  n  and  r.  Express  the  number  of 
permutations  of  X  letters  of  which  "A"  are  all  alike,  of  which 
" B"  are  all  alike,  of  which  "C"  are  all  alike,  etc.,  in  terms  of  X,  A, 
B,  C,  etc. 

SECOND   PAPER 

1.  Give  proof  of  the  value  of  the  symbol  „Cr. 

2.  How  many  odd  numbers  can  be  formed  with  the  digits 
3,  6,  9,  4? 

3.  A  box  contains  "il/"  tickets,  marked  with  the  numbers 

I,  2,  3 M.     A  ticket  is  drawn  and  replaced  " R"  times. 

What  is  the  chance  that  the  sum  of  the  numbers  drawn  is  " X"  ? 

4.  The  six  faces  of  a  die  have  numbers  as  follows :  1,2,2,4,4,6. 
Required  the  probability  that  in  8  throws,  i,  2,  and  4  turn  up 
exactly  3,  2,  and  3  times  respectively. 

5.  Divide  a  given  straight  line  in  5  equal  parts. 

6.  Prove  that  the  bisector  of  an  angle  of  a  triangle  divides  the 
opposite  side  into  segments  proportional  to  the  other  two  sides. 
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7.  Prove  that  the  perpendicular  from  any  point  of  the  cir- 
cumference upon  a  chord  is  a  mean  proportional  between  the 
perpendiculars  from  the  same  point  upon  the  tangents  drawn  at 
the  extremities  of  the  chord. 

THIRD   PAPER 

1.  The  apparent  angular  diameter  of  the  sun  is  half  a  degree. 
A  planet  is  seen  to  cross  its  disk  in  a  straight  line  at  a  distance  from 
its  center  equal  to  three-fifths  of  its  radius.  Prove  that  the  angle 
subtended  at  the  earth  by  the  part  of  the  planet's  path  projected 
on  the  sun  is  t/450- 

2.  Show  that  cot  36°  =  :|^1' 25  +  107/5. 

3.  Write  down  the  expressions  for  sin  {A^B)  and  cos  (/I ±5) 
and  prove  that  i— cos'^  A  —  cos^  B  —  cos^  C-\-2  cos  A  cos  B  cos  C  = 
4  sin  i(^+5+C)  sin  \{-A+B+C)  sin  ^{A-B+C)  sin  I 
{A+B-C). 

4.  Trace  the  following  loci: 

a)  x'  —'^x-\-h  =  o 

/3)  xy—/^x—^y-\-20  =  o. 

5.  What  is  the  condition  that  the  straight  Hne  y  =  mx-\-c  is 
tangent  to  the  circle  x^-{-y^  =  a^? 

FOURTH  PAPER 

1.  Show  that  A«a'»^=(a'»-i)»a'"^ 

2.  Demonstrate  the  interpolation  formula  Ux  =  Uo-\-Xi^u -■;_-{- 

higher  differences  being  assumed  zero:  and  obtain  1^2  having  given 
^20  =  92637,  /2s=89032,  ^30=85441,  /3s  =  8i822,  and  /4o  =  78io6. 

dv 

3.  a)  If  y  =  e~'^''  sin  bx,  find  ~ 

X 

b)  Find  the  .T-derivative  of  log  — . 

r  x^ 

4.  Show  that   I  .vlog  X'dx  =  —  {2  log  .r— i). 

5.  Integrate  =  i  —  .v  -{-  x-^ — x^  -\-  .  .  . 

between  the  end  values  o  and  .v  :  hence  show  that  loge  o  =  —  infinity. 
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(SECTION  B) 

FIRST   PAPER 

1.  Develop  the  value  of  Qly  in  terms  of  the  expectation  of 

life  (e)  and  the  probability  of  living  {p). 

[r] 

2.  Develop  the  value  of  p -, — r  • 

wxyz  ....  {m) 

3.  What  is  the  most  probable  number  of  deaths  within  a  year 
among  A^  lives  aged  x?     Explain  fully. 

4.  Given  a  table  of  Cx  for  all  values  of  x,  demonstrate  the 
making  of  a  life-table  showing  the  numbers  living. 

5.  Your  duties  are  to  compute  the  accrued  interest  on  out- 
standing obligations  wherein  the  interest  should  have  been  paid 
annually  in  advance  at  the  rate  of  6  per  cent  per  annum,  but  if  not 
so  paid,  interest  is  also  to  bear  interest  at  the  same  rate.  Prepare 
a  schedule  for  use  which  shows  a  factor  that  by  a  single  operation 
the  accrued  interest  can  be  determined  for  3  years,  4  years,  and 
5  years.     Explain  your  method  of  using  such  schedule. 

6.  Let  a  be  the  present  value  of  an  annuity  of  i  per  annum, 
payable  annually  for  n  years,  s  its  amount  in  n  years,  and  i  the 
unknown  rate  of  interest.  Give  a  first  and  second  approximation 
of  the  value  of  i,  (a)  in  terms  of  n  and  a;  (b)  in  terms  of  n  and  5. 

SECOND   PAPER 

1.  A  loan  of  $10,000  is  made  with  provision  that  it  be  repaid 
by  an  annuity  certain  for  25  years.  What  is  the  amount  of  capital 
outstanding  at  the  end  of  the  twentieth  year  ?  The  rate  of  interest 
is  5  per  cent. 

2.  a)  Classify  the  following  accounts  as  to  Assets,  Liabilities, 
or  Loss  or  Gain: 

Accounts  Classification 

Bills  Receivable 

Bills  Payable 

Cash 

Salaries  and  Wages 

Exchange 

Personal  Accounts 

Machinery 
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Accounts  Classification 

Depreciation  of  Machinery 

Loss  or  Gain 

Proprietor 

Raw  Material 

Sales. 

b)  Which  of  the  above  would  be  included  in  the  Balance  Sheet  ? 

3.  Explain  the  term  "Revenue  Statement." 

4.  Express  Mx  in  terms  of  Nx]  show  its  relationship  to  Dx. 

5.  Express  life  single  premium  Ax  in  terms  of  qx- 

6.  Interpret  „£^  and  „ax;  show  relationship  existing  between 
them;  show  relationship  existing  among  Life,  Temporary,  and 
Deferred  annuities. 

7.  Derive  the  following  formula  by  general  reasoning: 


nVx  = 


1-A. 


THIRD   PAPER 

1.  Show  that  v(i-{-ax)—ax  equals  -^  . 

2.  Give  formula  for  the  premium  for  the  following  benefits 
in  one  policy:  one-half  face  of  policy  payable  as  endowment  at  end 
of  nineteen  years — paid-up  life  policy  of  full  face  at  end  of  nine- 
teen years  (Illinois  Standard). 

3.  Deduce  formula  for  the  net  single  premium  of  a  life  annuity, 
first  payment  due  at  the  end  of  one  year  on  a  life,  age  .v,  if  death 
should  occur  before  the  total  payments  made  to  the  annuitant 
equal  the  single  premium  paid,  the  balance  to  be  returned  (ignore 
loading). 

4.  Give  formula  for  net  semi-annual  continuous  Whole  Life 
premiums. 

5.  Give  formula  for  a  j^remium  limited  to  twenty  years  for 
a  Whole  Life  policy,  reduced  annually  by  a  percentage  of  itself. 
Modify  it  on  the  basis  of  the  Illinois  Standard. 

6.  Give  formula  for  the  premium  for  a  Whole  Life  policy 
limited  to  twenty  payments,  with  one-half  the  gross  premiums 
returned  in  case  of  death  during  the  premium-paying  period — 
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policy  to  be  issued  at  age  .v,  the  total  loading  to  be  k  per  cent  of  the 
gross  premiums  (level  valuation). 

FOURTH   PAPER 

1.  Give  definition  of  Mortality  Table.  Show  how  table  of 
annuities  may  be  derived  from  the  Mortality  Table.  What  is 
meant  by  "Law  of  Uniform  Seniority"?  What  is  meant  by 
"Force  of  Mortality"? 

2.  Give  Wright's  and  Fackler's  accumulative  formula.  Show 
how  you  would  apply  it  to  a  Fifteen- Year  Endowment  (Illinois 
Standard).  Is  this  a  prospective  or  a  retrospective  method  of 
valuation  ?     Give  one  formula  for  the  other  method. 

3.  State  "De  Moivre's  hypothesis"  and  show  that  upon  this 
h^-pothesis  the  force  of  mortality  is  equal  to  the  rate  of  mortality. 

4.  Show  by  the  methods  of  the  calculus  that  the  correction 

to  (7;^-  to  provide  a  proportionate  payment  in  the  last  year  up  to  the 

,     .  i-^ 

moment    of    death    is    ^4;^^^^ . 

5.  A  loan  of  an\  to  a  life  (.v)  is  to  be  repaid  by  equal  annual 
amounts  of  i  each,  including  principal  and  interest.  Assuming 
the  same  rate  of  interest  throughout,  prove  that  the  single  premium 
for  an  insurance  to  secure  the  amount  outstanding  should  {x)  die 
during  the  "n"  years  is  an\—axn\  • 

EXAMINATIONS   FOR  ADMISSION   TO  THE  CLASS  OF 

FELLOW 

(SECTION  A) 

FIRST   PAPER 

1.  What  is  the  underlying  assumption  in  the  finite-difference 
method  of  graduation  of  mortality  tables  ?  What  is  the  assump- 
tion in  Woolhouse's  method  ? 

2.  In  employing  the  finite-difference  method  of  graduation 
what  function  would  you  select  for  adjustment,  and  why  ? 

3.  Give  10  symbols  used  in  the  notation  incident  to  the  com- 
bined mortality  and  disability  table  and  give  their  meaning. 

4.  Show  that  l'x+i  =  lx+i  —  l'x">'.^{i—\ql)—l'x{i—ql). 
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5.  Explain  why  the  use  of  a  single  set  of  commutation  values 
for  all  ages  at  entry  causes  the  formula  for  disability  premium 
to  be  more  complicated  than  the  use  of  sets  of  commutation  values 
for  each  age  at  entry. 

6.  Give  formula  for  loading  of  premiums  of  a  mutual  com- 
pany (level  premium).  If  you  would  apply  different  methods  to 
different  forms,  state  modification  and  give  reason.  Show  loading 
of  Ten- Year  Term.  Would  the  same  methods  apply  to  stock 
companies?  Would  you  make  any  change  for  the  loading  of 
premiums  of  a  company  valuing  on  the  Illinois  Standard  ? 

7.  A  man  has  an  Ordinary  Life  poHcy  ten  years  old.  The 
option  of  extended  insurance  is  automatic.  What  would  you 
require  for  reinstatement?  Would  you  handle  a  Twenty- Year 
Endowment,  ten  years  old,  the  same  way  ?  Give  reason  for  your 
answer. 

8 .  What  is  the  theory  underlying  surrender  charges  ?  Name 
five  states  that  have  a  law  limiting  surrender  charges. 

9.  Upon  what  should  a  surrender  charge  be  based,  and  why  ? 
Should  it  be  the  same  for  all  forms  of  policies?     What  is  the 

"usual  legal  limitation  ? 

10.  Give  the  non-forfeiture  law  of  some  state. 

11.  Your  company  gives  a  Surrender  Value  only  at  the  end 
of  the  third  year.  John  Doe  has  a  Twenty- Year  Endowment 
poUcy  on  which  he  has  paid  five  semi-annual  premiums.  He  desires 
to  change  it  to  a  Twenty-Payment  Life.  Show  in  detail  how  to 
proceed.  If  there  is  any  adjustment  to  be  made  in  commission, 
show  it;  also  indicate  all  entries  on  your  books  in  connection  with 
the  transaction. 

12.  Your  company  issues  a  Ten- Year  Term  policy  convertible 
in  seven  years  without  medical  examination.  Draft  a  clause  cover- 
ing this  provision.  Show  how  you  would  compensate  the  age 
at  the  time  of  conversion. 

SECOND   PAPER 

I.  Is  there  any  objection  to  the  imposition  of  a  temjiorary  or 
permanent  arbitrary  extra  premium  in  the  case  of  a  medically 
impaired  risk  ? 
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2.  On  what  grounds  would  you  advise,  in  the  case  of  occupa- 
tional hazard : 

(i)  Rating-up  the  age; 

(2)  Limiting  the  plan  of  insurance  to  Ten-Payment  Life 
policies  or  some  form  of  endowment  insurance  ? 

3.  Give  formula  for  determining  the  interest  required  to 
maintain  reserve;   also  one  for  approximating  expected  mortality, 

4.  You  are  asked  to  certify  to  the  correctness  of  the  reserve 
of  a  life  insurance  company  about  whose  records  you  know  little. 
It  is  a  company  that  has  had  conservative  growth.  You  have 
access  to  all  of  its  annual  statements.  How  would  you  proceed 
to  check  the  reserve  without  making  an  actual  calculation? 

5.  Outline  a  system  for  obtaining  the  reserve  of  a  company 
monthly. 

6.  Your  company  has  a  large  investment  in  bonds  carried 
at  par.  Some  of  the  bonds  are  quoted  above  par;  some  below 
par.  How  would  you  get  the  adjustment  into  your  annual  state- 
ment ?  Show  all  the  changes  necessary  in  your  accounts.  Give 
reasons  for  your  answer. 

7.  What  is  your  view  of  "Special"  policies  and  "Leaders," 
so-called?  Would  you  attempt  to  make  a  "Special"  poHcy 
attractive  by  adjustment  of  loading? 

8.  What  table  of  mortality  and  rate  of  interest  would  you  use 
in  calculating  the  net  single  premium  for  the  following  benefit: 
Annuity  of  i  to  be  paid  to  a  life  now  aged  sixty  after  the  death  of 
a  life  now  aged  forty — non-participating?  Give  formula;  also 
state  how  you  would  load  it,  and  what  commission  you  would  pay 
the  soliciting  agent  ? 

9.  Assuming  that  in  your  plan  of  distribution  of  surplus  to 
policy-holders  you  are  using  an  interest  factor,  show  in  detail  how 
you  arrive  at  such  factor  and  how  it  is  used  in  the  calculation  of 
dividends  or  refunds  to  policy  holders. 

10.  In  the  allotment  of  the  profit  from  mortality  in  the  scheme 
of  distribution  one  company  allots  a  constant  percentage  of  the 
cost  of  insurance  at  all  ages,  and  one  company  allots  an  arbitrary 
graduated  percentage  of  the  cost  of  insurance  according  to  age 
and  duration,  and  one  company  allots  a  constant  on  the  amount 
at  risk.     Discuss  pro  and  con  each  of  the  three  methods. 
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11.  How  would  you  apportion  the  expenses  equitably  to  the 
loading  in  the  determination  of  the  surplus  to  be  distributed  to 
policy  holders  ?  Classify  the  items  in  the  outgo  of  the  Convention 
blank  according  to  your  answer  to  the  preceding. 

12.  Explain  .the  terms  "  i-factor,"  "  2-factors,"  and  ''3-factors," 
as  applied  to  the  calculation  of  surplus  distributed  to  policy 
holders. 

SECTION  B 

FIRST    PAPER 

1.  A  stock  life  insurance  company,  with  capital  sufficient  to 
carry  on  both  life  and  casualty  insurance,  opens  a  casualty  depart- 
ment. On  the  assumption  that  the  latter  department  has  not 
been  self-sustaining,  discuss  the  keeping  of  the  accounts  so  that 
reports  may  be  made  to  the  Insurance  Department  on  the  Con- 
vention blanks  for  both  life  and  casualty  business.  Also  show 
an  assumed  exhibit  of  the  Asset  and  Liability  pages  as  contained 
in  the  Convention  blanks  for  each  business. 

2.  In  compiling  the  return  of  annual  net  income  of  a  life 
insurance  company  to  the  Internal  Revenue  Bureau  (Federal 
Income  Tax  Return),  how  would  you  deal  with — 

(i)  Dividends  left  with  the  company  to  accumulate  at  interest; 
(2)  Premium  notes  voided  by  lapse  ? 

3.  What  is  the  difference  in  the  valuation  of  assets  and  liabilities 
in  this  country  and  in  England  ? 

4.  Draft  clause  for  waiver  of  premium  in  case  of  total  perma- 
nent disability. 

5.  What  change  or  changes  will  be  necessary  in  an  Ordinary 
Life  policy  to  change  it  to  a  Twenty-Payment  Life  (Illinois 
Standard) ? 

6.  Draft  a  clause  providing  for  a  Policy  Loan  (Illinois  Stand- 
ard). 

7.  Compare  the  Illinois  Standard  Provision  law  with  that  of 
Michigan. 

8.  Draft  a  "return  premium"  clause. 

9.  Who  was  Gompertz?  What  change  did  Makeham  intro- 
duce into  Gompertz'  work?  Of  what  practical  value  is  Make- 
ham's  law? 
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SECOND   PAPER 

1.  Discuss  the  preparation  required  in  undertaking  the  valua- 
tion of  a  pension  fund  with  conditions  as  follows : 

An  annuity  at  sixty-five  of  a  percentage  of  total  salary. 

Part  of  contribution  returned  on  withdrawal  after  5  years. 

At  death  before  pension  age,  all  contributions  with  combined 
interest  paid  to  relatives. 

On  retirement  from  ill  health  before  sixty-live  and  after  fifteen 
years'  service,  an  annuity  of  a  percentage  of  total  salary. 

2.  When  a  life  insurance  policy  is  expressly  stipulated  to  be 
void  ''if  the  insured  shall  within  one  year  from  the  date  of  the 
policy,  whether  sane  or  insane,  die  by  his  own  hand,"  state  any 
case  or  cases  in  which  the  words  "sane  or  insane"  were  held  to 
cover  every  case  of  suicide. 

3.  a)  Outline  briefly  a  method  of  determining  the  premium 
to  be  charged  for  a  supplemental  contract  providing  for  the  payment 
of  a  specified  sum  in  case  of  death  by  accident :  the  data  being  the 
United  States  Census  report  which  gives  the  deaths  in  quinquennial 
age  groups  by  accident,  by  states,  occupation,  color,  and  sex. 

b)  How  would  you  treat  the  reserves  on  such  contracts:  by 
an  accumulative  method  or  on  the  basis  of  unearned  premium  ? 

4.  What  are  the  general  principles  to  be  observed  in  selecting 
investments  for  a  life  insurance  company?  Would  the  same 
apply  in  selecting  investments  for  other  corporations  ?  What 
form  of  investments  are  best  suited  to  a  life  insurance  company  ? 
Give  reason  for  your  answer. 

5.  State  two  chief  objections  to  policy  loans. 

6.  Of  all  classes  of  bonds  on  the  market,  what  is  the  best  for 
life  insurance  companies  and  why?  Discuss  briefly  the  relative 
merits  of  municipal  and  public  utiHty  bonds.  How  do  these  com- 
pare with  real  estate  mortgages  for  investments  of  life  insurance 
companies,  and  why  ? 

7.  What  is  meant  by  "call  rate"  and  "time  rate"?  What 
condition  might  cause  "time  rate"  to  be  higher  than  "call  rate" 
(foreign  exchange)  ? 

8.  Name  two  mortality  tables  derived  from  population  sta- 
tistics and  their  authors. 

9.  Name  two  mortality  tables  derived  from  life  insurance 
statistics  and  their  authors. 


